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LETTER TO THE MINISTER OF TRANSPORT 


The Honourable Jean-C. Lapierre, P.C., M.P. 
Minister of Transport, Ottawa 


Dear Minister: 


In accordance with the provisions of the Financial Administration Act, 
I am pleased to submit VIA Rail Canada Inc.’s Annual Report for the 


year ending December 31, 2004. 


fal GEE 
Paul Côté 


Interim President and-Chief Executive Officer 
and Chief Operating Officer 


THE YEAR AT A GLANCE 


The following key financial indicators and operating statistics summarize the 
performance of the Corporation for the year 2004 with comparative data for the years 
2000 tO 2003. 


| 2004 2003 ! 2002 2001 ! 2000 | 
Key financial indicators 
(IN MILLIONS OF DOLLARS) 
Total revenue 257.5 102008 270.8 253.8 240.7 
Cash operating expenses 1) 444.6 431.4 424.2 416.9 410.6 
Capital Expenditures 20.2 Thi 98.4 146.7 45.9 
~ Government funding: : 

Operating ‘LG. 2 18H : 1082: 1633. £708 

Capital | | POR: RARE 108 ei es 
Total Government funding 2 1976. 2685. 267.1 315.0 216.2 
Key operating statistics (3) . 

. Revenue/Cash operating expenses ratio (%] (1) 58.9 58.5 64.5 oS) 595 
Total passengers carried (IN THOUSANDS) — 3,887 BUSY 3,981 3,865 3,795 
Total passenger-miles (IN MILLIONS) 851 857 948 921 904 
Government operating funding 

per passenger-mile (IN CENTS] 20:28. 2 21 16.2 (a 18.8 
Yield (CENTS PER PASSENGER-MILE] 28.0 26.8 26.6 fine 24.0 
Train-miles operated {IN THOUSANDS] 6,771 6,780 6,770 6,665 6,621 
Car-miles operated (IN THOUSANDS) 48,396 48,682 48,262 46,102 45,121 
Average passenger load factor (%) . 53 53 57 57 56 
Average number of passenger-miles 

per train-mile 126 126 140 138 137 
On-time performance (%| 70 73 84 85 3 
Number of employees at year-end 3,027 3,051 3,054 3,013 2,998 


11 Cash operating expenses used in the calculation of the Revenue/Cash operating expenses ratio, exclude amortization of 
Property, plant and equipment, reorganization charges, accounting accrual for compensation, unrealized gains on derivative 
financial instruments, pension and employee future benefits. ae 

21 Excludes internal funding from the Asset Renewal Fund of $7.7 million in 2004 and includes a capital funding 
contribution to the Asset Renewal Fund of $5.0 million in 2001, 2002 and 2003. 

31 Key operating statistics are unaudited. 


CORPORATE OVERVIEW 


VIA Rail Canada operates Canada’s national passenger rail service on behalf — 


‘of the Government of Canada. An independent Crown Corporation established ek 


in 1977, our mission is to provide Canadians with a safe, efficient and environ- 
‘mentally responsible passenger service. We fulfill this mission by delivering À 
quality service to our customers by maximizing revenues, controlling costs, 


and by building on the market strengths of passenger rail — one of the safest, | à 


most reliable and environmentally sustainable modes of transportation available. 
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OUR VISION L 
To be the Canadian leader in service excellence in passenger transportation. 


OUR MISSION 
Working together to consistently deliver safe, efficient wi environmentally responsible 
services for travellers in Canada. 


OUR VALUES 
Innovation: A Customer-Focused Business — exceeding the needs of our customers, 
delivering quality service and investing for responsible growth. 


Respect: A Responsible Company — working ee to build positive, respectful 
relationships with all VIA stakeholders. 


Relevancy: A Relevant Public Service — working with the public, the business 
community and governments. to provide a cost-effective and environmentally- 
responsible national passenger transportation system. 


OUR SERVICES, COAST TO COAST 
We operate more than 480 trains weekly on 13,000 kilometres of track, connecting 
over 450 Canadian communities. With approximately 3,000 employees, VIA carried 
almost 4 million passengers over 851 million passenger-miles in 2004. 


In Western Canada, VIA provides year-round, all-weather intercity transportation 
including service to remote communities and the legendary Western transcontinental 
train the Canadian®, with service thrice-weekly between Toronto and Vancouver. 


In the Quebec City — Windsor corridor, VIS trains provide intercity passengers 
with fast, convenient, comfortable and affordable service, downtown-to-downtown 
between Canada’s largest business centres. 


In Atlantic Canada, the Ocean™ runs six times a week between Montreal and Halifax, 
offering its friendly Easterly™ service. The Chaleur™ makes three trips each week 
from Montreal through the Gaspé Peninsula. 


In rural and remote areas, VTA operates services designated by the government to meet 
regional transportation needs. 
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MESSAGE FROM THE BOARD OF DIRECTORS 


The past year was an unusual and challenging one for VIA Rail management 
and the Board of Directors. The passenger transportation industry as a whole 
continued to struggle with instability and uncertainty in travel markets, and 

a slow recovery from the sharp downturn in 2003. At the same time, 

the Corporation entered an extended period of transition in leadership, 
following the departures of both the Chairman of the Board and the President 
and Chief Executive Officer. 


In a period of fundamental transition like this, any corporation risks losing practical 
focus in day-to-day operations, and strategic focus in planning for the future. We are 
pleased to report that this did not happen at VIA. Indeed, the Corporation stayed 
extremely well-focused and performed remarkably well — thanks to extraordinary 
teamwork between employees, management, and the Board. 

Revenues and ridership increased slightly over 2003. Markedly, revenues increased 
faster than ridership, as VIA continued to focus on generating higher returns by 
- delivering a high-value service unique to passenger rail. In fact, VIA’s yield — 
revenue generated per passenger-mile — was the highest in VIA’s history. At the same 
time, rigorous control over costs helped in reducing expenses directly related to 2004 
operations compared to 2003. Together, improved yield and cost containment 
helped push cost-recovery up to 58.9 per cent, on track to regaining levels achieved 
before the market downturn. Furthermore, given that a Canadian Industrial 
Relations Board ruling related to events in 1997 inflated the year’s operating costs, 
financial performance in 2004 was first-rate. 

The Board remains concerned about on-time performance, which continued to 
deteriorate in 2004, reaching a low of 70 per cent. Improved reliability of scheduled 
services is a top priority for customers, and vital to the success of passenger rail. 
Since the majority of performance issues stem from problems with capacity of the 
infrastructure that VIA does not control, significant long-term improvements will 
_ require cooperation with the freight railways and investment to increase capacity. 
At the same time, VIA is doing everything possible to address reliability issues 
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on a daily basis. Determined vigilance and management efforts to reduce the length 
of train delays, when they occur, produced some improvements in 2004. Overall, 
the severity of delays improved by 23 per cent — with a 25 per cent improvement 
in delays under VIA’s control. 

While the numbers reflecting day-to-day performance are moving in the right 
direction, limited infrastructure capacity continues to be a serious challenge that 
must be addressed if passenger rail is to continue moving forward. 

The Board is mindful of VIA’s responsibility to the future of passenger rail. VIA 
operates the service on behalf of the Government of Canada. It has a responsibility 
to ensure that Canada’s national passenger service grows and develops in ways that 
best serve the interests of Canadians in the years ahead. 

Throughout 2004, the Corporation remained focused on its longer-term strategy 
of growing a relevant, responsive and responsible passenger rail service. A number of 
initiatives discussed in this report demonstrate how VIA is developing the strengths _ 

of passenger rail as a high-quality, efficient, environmentally sustainable service. We are 
convinced that such a service will play an increasingly important role in meeting the 
transportation needs of Canadians in the 21st century. 

Good governance of the Corporation will continue to be essential if VIA is to fulfill 
this role. To this end, the Board has been actively involved in developing and ensuring 
that the best possible practices and procedures are in place. 

Members of the Board undertook a number of initiatives in 2004 to clarify 
the respective roles of the Board and Management, strengthening the excellent spirit 
of teamwork and cooperation that was evident throughout the year. We examined 
opportunities for realigning committees of the Board to improve their efficiency. 
Working with the Government of Canada, the Board was actively involved in 
implementing a new selection process to identify the best candidates for. both 
VIA’s President and Chief Executive Officer and Chairman of the Board in 2005. 

The Board is confident that its efforts in 2004 will help continue effective, 
responsible stewardship of Canada’s national passenger rail service into the future. 
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MESSAGE FROM MANAGEMENT 


VIASs strategic focus is on the strengths of passenger rail — delivering a service 
with exceptional value, in touch with the needs of Canadians, providing a quality 
travel experience no other mode of transportation can match. In 2004, that 
focus kept us on track through a very difficult year. 


Faced with a slow travel market and intense competition for customers, we resisted 


the temptation to engage in a price war with discount air operators. Instead, we _ 


launched our highly-innovative “It’s Only Human” campaign, working with our 
employees to tell customers exactly what they can expect when they choose passenger 
rail — comfortable, relaxing travel and attentive personal service from people who 
listen to and understand travellers’ needs. 

We worked hard to go beyond our customers’ expectations, with product refinements 
such as testing wireless Internet access for business travellers on Corridor trains. 
We streamlined cross-functional management responsibilities to ensure a faster, 
more effective response to the people and communities we serve. We worked closely 
with our freight rail partners to minimize train delays caused by the snuted capacity 
of our shared infrastructure. 

Throughout the Corporation, the creativity and imagination of VIA’s people 
helped keep passenger rail moving forward. New and innovative ways to reduce 


costs while increasing value set the stage for some truly creative rethinking ~ 


about how passenger rail can best serve Canada in the future. As the Ocean, 
VIA’s Montreal-Halifax train, marked its centenary as Canada’s longest-running 
scheduled and named passenger train, VIA’s people prepared for the renewal of that 
service in 2005 — a redesign of passenger rail in Eastern Canada to meet the needs 
of the région in the 21st century. 

We addressed some of the long-term challenges facing Canada’s transportation 
system as a whole. At a time when safety and security are dominant concerns for 
travellers, VIA’s Safety Management System passed a comprehensive audit by 
Transport Canada, and our Corporate Security Master Plan has been improved 
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with assistance from international security and counter-terrorism experts. As the 
government reconfirmed Canada’s commitment to the Kyoto Accord, VIA continued 
to address key environmental objectives, strengthening our position as Canada’s 
most environmentally sustainable mode of public transportation. And we continued 
to work with other modes to enhance the efficiency of the public transportation system, 
through our intermodal connections with bus companies, airlines and urban transit 
authorities across the country. 

In the years ahead, VIA’s success in addressing these issues will serve Canada well. 
Sustainable progress in improving the environmental impact of transportation and 
relieving urban traffic congestion, for example, ultimately depends on providing 
Canadians with better alternatives than travelling by car. Passenger rail is the only 
common carrier mode with the capability of doing this on a significant scale. 
And we know from experience that — given the option of timely, efficient rail 
service — people will choose the train. 

But that choice will always depend — today and tomorrow — on the talents our 
people bring to the job. We know that this is where our greatest strength lies, 
and our greatest competitive advantage in passenger transportation. The success 
of passenger rail comes from people who are passionate about that success. 

And, in 2004, we launched a complete transformation of the Corporation designed 
to bring that passion alive like never before. Every aspect of how we recruit, train 
and reward people is being realigned to bring out the best of their talents in the service 
of travellers. Described more fully in this report, we believe it is an innovative, 
responsive and focused approach to strategic human resource management. 

As we enter 2005, VIA is moving forward with confidence, with a clear vision for the 
future: to be the Canadian leader in service excellence in passenger transportation. 
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Operating a modern passenger service in Canada is a tough business. 

The Canadian travel and tourism industry as a whole is going through difficult 
changes, in a very challenging environment. The industry in general 
experienced one of the worst years on record in 2003. Predictions for a market 
recovery in 2004 proved to be overly optimistic, and competition for customers 
has become more intense than ever before. 


The needs and expectations of those customers are also changing. Increasingly 
sophisticated travellers have high expectations not only for transportation efficiency 
— moving from point A to point B — but for the level of service they experience 
along the way. Wireless mobile technology has created new expectations about how 
people connect travel time to work and family life. The Internet and information 
technologies have raised expectations for fast, convenient customer service, and easy 
access to personalized travel options. | 

At the same time, world events have made safety and security a higher priority 
for travellers than ever before. Growing awareness of the environmental impacts of 
transportation have increased demands for environmentally responsible management 
in all passenger modes. 

It is a business environment where success depends on creative thinking, finding 
new ways to anticipate and respond to customer needs, to add value for the customer, 
and to deliver that value consistently day after day. VIA met this challenge in 2004, 
ensuring that passenger rail stays in step with the needs of Canadians today, and 
relevant to Canada’s transportation needs in the future. 
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VIA'S STRATEGIC PLAN 


VIA’s Strategic Plan, approved by the Board of Directors in 2003, continued 
to focus our creative thinking in 2004. The Plan sets out clear objectives to ensure 
that activities and initiatives align with our long-term goals for passenger rail. 


SAFETY 
To ensure a safe and secure work and operating environment for colleagues, customers and | 
the general public who come in contact with VIA’s operations. 
VIA’s Safety Management System has earned recognition as a model for the industry, — 
and was praised by Transport Canada auditors in 2004. To ensure the security of our 
operations, we implemented a Corporate Security Master Plan and a wide range : 
of new security measures, with the help of international security and counter-terrorism 
experts. A new communications program ensures that our employees remain vigilant 
and aware of security issues at all times. | | 


PEOPLE 
Working together to create an environment which promotes a passionate commitment 
to VIA’s business success. 

We launched the first steps towards a comprehensive redesign of Human Resources 
in 2004, with a new approach to strategic human resource management based on 
our vision for people at VIA — a vision that will bring out the best in our people and 
align our talents with the future needs of passenger rail. 


SERVICE 
To consistently provide our customers with excellent travel experiences. 

Our customer satisfaction ratings reached their highest level in four years during 
the last quarter of 2004. Overall, service continues to meet or exceed the expectations 
of the customer 97 per cent of the time. 

Reliable on-time performance is essential for continued high levels of customer 
satisfaction. VIA intensified efforts to reduce train delays, working closely with 
the freight railways to resolve scheduling and operating conflicts on a daily basis. 
More sustainable options for consistent reliability are being identified. 
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GROWTH | 
To be the first choice of travellers in all markets that VIA serves. 

In current travel markets, consistent, sustainable growth depends more than ever 
on our ability to capitalize on those aspects of passenger rail that set us apart’ 
from competitors. Throughout the year, we focused on identifying, developing and 
marketing the unique strengths of passenger rail in meeting the needs of travellers. 


ENVIRONMENT 
To conduct our business of meeting the needs of customers in an environmentally sustainable 
and responsible manner. 

VIA’s Environmental Policy recognizes the importance of promoting environmental 
awareness among its employees, suppliers, customers and partners. Our Environmental 
Management System (EMS), which encompasses all environmental policies, programs 
and procedures, has been made available online to employees. While maintenance 
centre employees had already received EMS training, training for the balance of 
on- and off-train employees began in 2004. 


ENTREPRENEURSHIP 
To move towards self-sufficiency by reducing government funding for operations and applying 
savings toward new capital investment. 

We continued to address funding reduction with a strategy combining reduced 
costs with revenue growth. Costs of operations in 2004, excluding the CIRB decision, 
dropped slightly compared to 2003. On the revenue side, we focused on increasing 
yield — generating higher revenues per passenger-mile. Product development and 
- design projects, undertaken in 2004, will increase yield further in the years ahead. 


2004 | 17 
THE YEAR IN REVIEW VIA Rail Canada 


‘© 
a 
i 
le 
O 
© 
m 


i: ; anting t to. 
Connect. 1 
qt s ey human, 


—, 
Id 


Ë 
i 
4 


| We Ho LRTEERE in our power to ensure that our customers 


fs can access 8 the information ey nee when they need ite 


i 


MEETING NEW DEMANDS IN THE MARKETPLACE 


The nature of the transportation marketplace itself is changing, especially in 
Eastern Canada and the Montreal-Ottawa-Toronto triangle. Intense competition 
and price wars characterized these markets throughout 2004, with the arrival 

of new, low-fare air services. In many cases, these services have made sharp inroads 
into VIA’s traditional markets. At the same tire, shifting markets have opened 
new opportunities for VIA to realign and focus on the strengths of passenger rail 
to meet customer needs, in ways that other passenger services cannot duplicate. 


REPOSITIONING PASSENGER RAIL IN THE EAST 

Passenger rail has provided a core transportation service in Eastern Canada for more 
than a century. But the demand for traditional passenger rail service has been falling 
consistently for many years. In 2003, the decline accelerated, with passenger volumes 
on the Ocean down 30 per cent compared to the year 2000. The decline continued 
in 2004. 

Much of that decline is due to competition from discount airlines. In terms of price, 
speed, and scheduled frequencies, rail can simply not deliver the same kind of basic 
transportation service the.airlines are providing today. 

At the same time, passenger rail remains an important travel option for many 
communities served by the Ocean, and we are committed to finding new ways to 
improve the service’s financial performance. In 2004, we conducted extensive 
research with tour operators, customers and employees to find better ways for 
passenger rail to respond to the changing market in Eastern Canada, and better 
ways to support the needs of the region. 

We found that there is a significant demand for a high-quality tourism service | 
throughout the Maritime provinces. Provided that the service delivers an exceptional 
travel experience — the kind of experience not possible on a plane or a bus — 
such a service has a place in the regional tourism industry. While maintaining 
its role in the region’s transportation system, a high-yield tourism service would 


generate significant revenue growth, helping to reduce the costs of providing 
year-round intercity transportation. 
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As a result, VIA is repositioning the Ocean to fill this market niche. The new Easterly 
class will provide attentive customer service and a unique learning travel experience, 
meeting the expectations of customers. On-board activities will include enriched 
cultural and learning opportunities, with entertainment and educational content 
tied to regional culture, history and geography. Dining will reinforce the cultural 
connection, with regionally-inspired cuisine and an animated personal-service 
touch. The newly introduced Renaissance passenger cars will be decorated to reflect 
Atlantic themes and culture. 

The objective is to create an experience that surrounds the customer with a rich 
feeling of Atlantic Canada from the moment they board the train — and maintain 
that experience with high-quality service throughout the journey. The result will be 
the transformation of a basic transportation service into a viable transportation 
and tourism service, closely tied to the heritage of Eastern Québec, New Brunswick 
and Nova Scotia. And it will be a service uniquely aligned to the market — one that 
no competitor can provide. 

The repositioned Easterly class service will be introduced in June 2005. By 2008, 
it is expected to increase VIA’s Eastern revenues by 62 per cent over 2003. 

This project is similar to the highly-successful repositioning of service on board 
the Canadian, between Toronto and Vancouver, in the 1990s. The introduction of 
Silver and Blue™ class, a high-end tourism service in the West, met with immediate 
acclaim and improved financial performance, with demand often outpacing capacity. 
In 2004, VIA’s Western service posted the highest revenue gains of all VIA’s services. 
The Western service team will monitor the implementation of the new Eastern service 
closely, and apply what they learn to further improve Silver and Blue class. 
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MARKETING OUR STRENGTHS 

Passenger rail has also been challenged by airlines in the Montreal-Ottawa-Toronto 
triangle, with discount airfares and frequent service cutting into VIA’s market base, 
especially among business travellers. 

Whether or not this market has the capacity to sustain the current level of air services 
over the long run is open to debate. There is no question, however, that the airlines 
are offering a very different kind of service than passenger rail — bare-bones, 
no-frills transportation that cannot match the comfort and personal service available 
on the train. 

We believe that the market needs the passenger rail alternative. Rail provides fast, 
downtown-to-downtown travel between major centres while serving many smaller 
communities along the way. Those who board our trains — especially business 
travellers — enjoy the value of making the most productive use of travel time, with 
wireless Internet access coming on board, laptop plug-ins, freedom to use their cell 
phones, or even conduct business meetings while travelling in comfort. Others 
welcome the opportunity to stretch out and relax. Whether travelling on business 
or not, all of our customers appreciate the level of attentive, personal service that has 
earned VIA an international reputation as a leader in passenger rail. 

In the spring of 2004, we launched an innovative marketing campaign, “It’s Only 
Human,” emphasizing these unique benefits of passenger rail travel. At the same 
time, employees increased efforts to deliver those benefits consistently, and improve 
the quality of service even further. Those efforts are showing results and, we believe, 
will continue to attract customers back to passenger rail in 2005 and onwards. 
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RESPONSIVE, HIGH-QUALITY SERVICE 
To ensure our place in the market, VIA must constantly focus on improving customer 
service in all parts of Canada. It is the key competitive advantage that sets passenger 
rail apart. It is an advantage that begins from our first contact with the customer — 
on the telephone, at our stations, or through our highly-successful website — as well 
_as service on board the train. 

Many customers have asked for convenient, fast access to train information, 
reservations and ticketing. The 33 self-service ticketing kiosks we introduced in 
stations throughout the Corridor during 2003 have proved very successful, and 
we continue to explore ways to make self-service options easily available to those 
customers who choose this option. We have also continued to improve our website, 
by ensuring that personal assistance from a “live” service representative is available 
on demand. Ongoing improvements to telephone sales operations enhanced service 
further, while reducing costs. 

Our cross-functional regional Service Teams, ee in 2001, have brought 
decision-making processes closer to the markets and the customers they serve, 
improving VIA’s ability to respond to the new needs of travellers. Following focused 
sessions with the management team, the roles and responsibilities of these teams 
were clarified and realigned in 2004, to speed up responses to customer concerns 
and Service Team initiatives. 

Front-line employees received a follow-up session of VIA’s successful “Achieving 
Excellence in Customer Service” training program in 2004. At the same time, VIA 
introduced a new emphasis on “soft skills,” such as deportment, communication, 


planning, interpersonal and organizational skills. 
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We take our passengers ‘comfort to heart. 


A NEW VISION FOR PEOPLE 


If customer service is VIA’s key competitive advantage, the source of that advantage 
lies in the talent and commitment of employees — from the front-line attendants - 
on board the trains, to the team leaders, to the mechanics who help keep.trains 
running on schedule. All of the major objectives for VIA-in the foreseeable future 
depend on harnessing the creativity and imagination of people. 


The high level of commitment of our employees has helped make the Renaissance 
of passenger rail a success. Our Strategic Plan continues to make a focus on people 
a top priority — creating an environment which promotes a passionate commitment 
to VIA’s business success. Efforts to communicate VIA’s vision, values and strategic 
goals, and to keep employees informed about business challenges and performance, 
have been improved and will continue to improve. Recent organizational changes, 
such as the realignment of VIA’s cross-functional teams, have helped create more 
opportunities for people to put their knowledge and skills into action on the job 
in order to better serve our customers. | 


A NEW FOCUS ON TALENT 

In 2004, we took our vision for people at VIA Rail a step further, launching the 
transformation of the Human Resources department from a largely administrative 
role to a far more strategic one — managing the talent of the Corporation. This is 
particularly important at a time when many of VIA’s people — and hence our talent 
— will soon become eligible for retirement. 

This transformation will be supported by the implementation of a new “e-HR” 
online tool that will make it possible to handle the administrative role more efficiently. 
For example, information about policies can be made directly available to employees 
online. Once the technology for handling this administrative function is in place, 
the task will be to make a new kind of service available — helping employees gain more 
control in developing meaningful careers at VIA, and making a real conus 
to the future of passenger rail. 

Our objective is to help employees and managers build better, stronger bridges 
between individual talents and career aspirations, and the strategic goals of the 
Corporation. When the transformation of Human Resources is complete, everyone 
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at VIA will have direct access to information about VIA’s current business priorities 
and future objectives. A broad range of new tools, procedures and support will help 
people look at their talents and career goals and find ways to match these to their 
personal objectives as well as to the needs of the Corporation three, five, or ten years 
down the road. They can then map out their own career, with a personal portfolio 
of options for training, growth and development at VIA Rail. 

Managers began training in 2004 in the use of new tools for setting individual 
and team objectives, with clear links between short-term operational objectives and 
the longer-term strategic goals of the Corporation. Human Resources is helping | 
managers integrate objective-setting with employee training, learning and development 
plans, evaluations, and performance management. New e-learning tools will also 
expand the range of development opportunities for our people, with training tied 
directly to performance objectives and VIA’s strategic goals. 

A comprehensive review of compensation, pension and benefits, as well as the 
service recognition program in 2004, examined how rewards for employees can be 
better linked to VIA’s corporate strategy — supporting efforts that drive the success 
of VIA Rail more effectively. 

Hiring and succession planning is also taking on a more strategic focus. Human 
Resources has identified key positions, the core talents needed to fill those positions, 
and the training people need to move into those positions at the right time. Hiring 
new talent will focus not only on filling specific job openings, but on recruiting 
the kind of people VIA needs in the long-term — the kind of people who will help 
VIA succeed down the road. 

The transformation of Human Resources is a long-term project that will unfold 
over several years. Our vision for people at the heart of this transformation — a vision 
where every individual can align their creativity, intelligence and innovation with 
meaningful work and the future of passenger rail — will become an integral part 
of strategic planning in the years ahead. 
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ENVIRONMENTALLY RESPONSIBLE MANAGEMENT 


Transportation is the largest single energy user and contributor to greenhouse 
gas emissions in Canada. Road vehicles — passenger cars, light trucks and 
commercial trucks — account for over 70 per cent of transportation-related 
greenhouse gas emissions. 


Passenger rail is one of the most environmentally sustainable modes of public 
transportation available. VIA believes that there is enormous potential for enhancing 
rail’s contribution to the environment — by continually improving our current 
operations, and exploring opportunities to expand our role in protecting Canada’s 
environment and the health of Canadians. 

In 2003, we officially made an environmental goal part of our Strategic Plan. 
However, VIA had established environmental practices and procedures much earlier. 
For example, VIA’s maintenance centres have been leaders for VIA on the environmental 
front. They were the first to adopt an environmental policy and to put in place an 
Environmental Management System (EMS), for which they received the ISO 14001 
certification. 

Environmental reporting is now an integral part of the Corporation’s management 
and accountability framework. VIA’s vice-president accountable for environment 
reports to the Board of Directors, senior management and employees on the status 
of all environmental initiatives. 


ENVIRONMENTAL POLICY 
VIA Rail Canada Inc., Canada’s national passenger rail service, is devoted to 
meeting current and future passenger rail needs in an ENVIRONMENTALLY 
SUSTAINABLE AND RESPONSIBLE MANNER. | 


VIA Rail recognizes the importance of promoting ENVIRONMENTAL AWARENESS 
among its employees, suppliers, customers and partner communities and is 
committed to CONTINUALLY IMPROVE its environmental performance by: 


_ ENSURING COMPLIANCE with applicable Government laws and regulations; 
_. ASSESSING AND MANAGING the environmental impacts of its operations; and 


_. ESTABLISHING ENVIRONMENTAL OBJECTIVES AND TARGETS and associated 
ENVIRONMENTAL MANAGEMENT PROGRAMS with respect to the environ- 
mental effects of its activities, properties and services. 


28 : VIA Rail Canada 2004 


FHE YEAR IN REVIEW 


ENVIRONMENTAL MANAGEMENT SYSTEM 
VIA’s Environmental Management System (EMS) manual outlines the company’s 
commitment to conducting its business in an environmentally responsible manner. 
It contains VIA Rail’s environmental policy as well as the requirements and procedures 
in place for VIA to achieve its environmental objectives. The system itself was imple- 
mented in late 2003, while the manual was distributed to all managers in June 2004. 
The Environmental Management System manual includes a “Training and 
Awareness” section, which calls for training to be provided to all employees according 
_to the environmental aspects associated with their role and responsibilities. Training 
began in the fall of 2004. 
_ A permanent, cross-functional Environmental Planning Committee has been 
_ established to periodically review the application of the system, and to act as consultant 
in its development, implementation and continuous improvement. The Committee 
also monitors performance, proposes and plans initiatives, promotes environmental 
awareness, and liaises with outside agencies. Members of the committee represent 
every department of the Corporation. 

In addition, VIA has developed an Environmental Assessment Program to 
allow employees to assess VIA’s facilities, conformance to environmental legal 
requirements, and best management practices. Results of these assessment surveys 
are distributed to managers for review and action. 


FLEET MANAGEMENT 

Our efforts to modernize aging equipment since the early 1990s have made an 
important contribution to environmental objectives. Modern waste retention systems 
have been installed on all trains operating in the Québec City — Windsor corridor; 
these systems are also being installed on all cars used for transcontinental and remote 
services. Improved operating efficiency has reduced fuel consumption and greenhouse 
gas (GHG) emissions significantly. Overall fuel consumption per passenger-mile 
has been reduced by over one-fifth since 1990. 

In 2002, we purchased 21 new General Electric P-42 locomotives. These locomotives 
were built to the United States Environmental Protection Agency standards and have 
significantly improved the efficiency of VIA’s operations. 

VIA also continues to operate older General Motors F-40 locomotives. We have 
issued tenders to rebuild these locomotives. The work would include a new system 
to automatically shut down engines during layover and heat them with wayside 
power in the winter. Such a system would reduce fuel consumption by significantly 
reducing idling time, and thereby decreasing emissions as well. 
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SAFETY AND SECURITY 


Everyone at VIA Rail recognizes that safety and security is à primary concern 

for travellers. Passenger rail is widely recognized-as the safest mode of public 
transportation, and an increasingly attractive alternative for Canadians concerned 
about the dangers of travelling on congested highways. We are proud of VIA’s 
safety record and we are also especially mindful of concerns about security. 


SECURITY 

Given recent world events and continuing concerns about terrorism, security has 
become an even more important element in our focus on safety management. 
We have developed a wide range of measures to mitigate risks and potential threats, 
and to ensure that security vigilance is practiced throughout the organization. 

We developed a Corporate Security Master Plan, which identifies actions to be 
taken to protect the Corporation, its employees and its customers from external acts 
which are intended to cause harm or loss. Key points of the plan and updates 
on security issues are communicated regularly to all employees. An important focus 
of communications is to develop a heightened “security awareness” among employees, 
and to maintain vigilance regarding security throughout the Corporation. 

VIA has conducted a complete review of security measures, with the help of experts 
in international security and counter-terrorism. As a result, we made a number 
of improvements to enhance security and have strengthened information-sharing 
networks with other rail operators, both domestically and internationally, as well as 
with government agencies and emergency services. 

A key initiative coming out of this exercise was the establishment by Management 
Committee of the Strategic Security Planning Committee (SSPC) to review, assess 
and adjust VIA’s wide range of security measures. VIA’s Strategic Security 
Planning Committee regroups participants from many key VIA departments, and 
its activities are also linked to those of unions, government departments, security 
intelligence services and other railways. 
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SAFETY MANAGEMENT SYSTEM 

As a result of the five-year review of the Railway Safety Act in 2001, all federally- 
regulated railways are required to implement a Safety Management System (SMS). 
VIA participated in the development of this regulation as well as the guidebook 
for implementing such a system. 

We implemented our own Safety Management System in 2001, and submit it 
annually to Transport Canada. Transport Canada has recognized VIA as a leader 
in the industry, consistently praising our willingness to take immediate actions in 
order to improve our Safety Management System when required. 

Transport Canada conducted an implementation audit of the System in the fall 
_ of 2002, issuing its report in 2003. The audit included an exhaustive review of all 
components of the System, including the setting of annual safety targets, reporting and 

accountability procedures, employee involvement, risk management and compliance 
with rules and regulations. In its findings, Transport Canada recognized the efforts 
and commitment demonstrated by VIA management, unionized employees and 
representatives, as well as the success achieved to date by VIA. The report confirmed 
that the overall implementation of the system is proceeding well. A number of 
opportunities for further improvement were also identified, and a third audit was 
scheduled for 2004. 

The 2004 audit report once again showed very good results, particularly with regard 
to an ongoing commitment towards the Safety Management System at all levels 
within the organization. VIA was also given good marks for the corrective actions that 
were taken to improve the system’s documentation and ongoing implementation. 

VIA continues to refine the system, improving communication of safety performance 
targets to front-line employees, documentation of safety procedures, and continued 
integration of the system into all facets of VIA operations. 
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CORPORATE GOVERNANCE 


The issue of governance in all Crown CR has become a priority for the 
Government of Canada. It was a particular concern for VIA Rail in 2004, following 
a report by the Auditor General with respect to federal sponsorship programs, which 
the Corporation had participated in. Throughout 2004, VIA worked to enhance 
governance as a part of its corporate culture, both through initiatives designed to 
clarify Board and Management roles, and through the development of new measures © 
to ensure clarity and accountability at all levels of the organization. 

The Board of Directors continued to implement a five-part governance program 
that was developed in 2003. This included the development of a clear Board mandate 
and agenda as well as a corporate governance manual. | 

All directors receive this corporate governance manual, that sets out the. 
Corporation’s mandate, Board committees, corporate by-laws, and a summary of. 
the legislation governing VIA’s operations. Directors also benefit from orientation and 
training sessions designed specifically for them, thereby facilitating and improving 
communications between directors. 

The Board engaged in a number of initiatives examining the respective roles and 
responsibilities of the Board and Management. As a result, the Board has imple- 
mented a “governance matrix” that clearly defines roles with respect to strategic 
planning and direction, performance management of Executives and Directors, 
succession planning, risk assessment and financial oversight. 


BOARD COMMITTEES | 
The Board also worked with VIA management to clarify the mandates of committees 
of the Board. 


AUDIT AND FINANCE COMMITTEE 
The mandate for the Audit and Finance Committee deals primarily with reviewing . 
and assessing VIA’s financial reporting practices and procedures, and the activities 
of both internal and external auditors. 


CORPORATE GOVERNANCE COMMITTEE 

The Corporate Governance Committee has a broad responsibility for examining 
governance practices in place at VIA Rail and for making recommendations with 
respect to such matters to the Board of Directors. 


INVESTMENT COMMITTEE 

The Investment Committee oversees and makes recommendations to the Board 
of Directors on the management of the Pension Fund and the Asset Renewal Fund. 
The Committee also reviews policies, performance and other matters as required. 
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Human RESOURCES COMMITTEE | 

The Human Resources Committee is responsible for reviewing and approving total 
compensation policy and practices, evaluating the performance of the President 
and Chief Executive Officer, ensuring a succession plan is in place, and reviewing 
organizational structure. 


NOMINATING COMMITTEE 

The Nominating Committee makes recommendations to the Board of Directors, 
which in turn makes recommendations to the Minister of Transport regarding 
appointments and re-appointments to the positions of the President and Chief 
Executive Officer and Chairman of the Board. VIA was one of the first Crown 
Corporations to fully implement the new guidelines for this nominating process, 
which were established by Treasury Board in 2004. 


A NEW COMMITTEE TO OVERSEE Risk MANAGEMENT ET 

The Board believes that the Corporation should have the best possible procedures 
in place for identifying, assessing and managing risk. In 2004, the Board worked 
with Management Committee to evaluate and enhance risk oversight functions with- 
in the Board’s committee structure. As a result, a new Audit and Risk Management 
Committee has been established for 2005. | 


ACCOUNTABILITY AND CORPORATE STANDARDS OF CONDUCT 

The Board of Directors worked closely with management to address concerns 
raised by the Auditor General regarding sponsorship issues. The initiatives taken 
in 2004 include: . 


- The reinforcement and clarification of contracting and procurement policies, 
with stricter controls, standardized documentation procedures and regular 
management oversight. . 


.. The establishment of clearer corporate sponsorship guidelines as well as strength- 
ened approval, control and documentation policies and procedures. These guidelines 
ensure that VIA, and the federal government, continue to receive good value on 
sponsorship investments. ; 


In addition, in 2005, VIA will implement a new, system-wide Code of Conduct, 
based on a thorough review of existing rules and procedures governing employees. 
VIA will also retain the services of an independent, third-party compliance officer. 
The officer will set up an ombudsman process to ensure that anyone — inside or outside 
of the Corporation — is free to raise concerns about VIA operations, and be assured 
that those concerns will be recognized, addressed and resolved fairly. 
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MANAGEMENT DISCUSSION AND ANALYSIS 


This discussion and analysis presents data and comments on the Corporation s 
financial position and results of operations for the year 2004. It should be read 
in conjunction with the Financial Statements, which follow. 


OVERVIEW OF FINANCIAL RESULTS 

Despite the very difficult market conditions in 2004, and excluding the impact 
of the Canadian Industrial Relations Board (CIRB) ruling described below, 
VIA’s financial performance has been nothing short of exceptional. Although total 
revenues of $259.5 million were short of budget by $14.5 million (or five per cent), 
the Corporation was able to reduce cash operating expenses, which resulted in 
a favourable variance versus budget that more than offset the revenue shortfall. 

The year-end result was negatively impacted by a decision of the Supreme Court 
not to grant VIA leave to appeal a Federal Court of Appeal ruling supporting 
a decision of the CIRB. The CIRB ruling relates to a complaint filed by a group of 
ex-VIA conductors against their union, the Brotherhood of Locomotive Engineers 
(BLE), claiming unfair labour practices. VIA, as the employer, was added as an 
interested party. The dispute relates to an implementation agreement between 
the BLE and VIA, reached in 1997, regarding VIA’s decision to merge the conductor’s 
position with that of the locomotive engineer. Following generally accepted accounting 
principles, VIA has made provision for this expense in its 2004 financial results. 


REVENUE AND RIDERSHIP 

Both passenger revenues and ridership fell below budget in 2004, as travel markets 
continue to experience very low growth following the market drop in 2003. However, 
total revenues did increase $9.2 million over 2003. Significantly, revenues increased 
more than passenger volumes, reflecting VIA’s focus on improving yield. Revenues 
per passenger-mile increased significantly to 28 cents over 26.8 cents in 2003. 

Passenger-miles of 851 million were seven per cent short of budget and one per cent 
below last year, the result of traffic losses on the long-haul services and the relatively 
greater loss of longer distance first-class passengers. 

The year ended on a very positive note, with December revenues posting a strong 
performance. Not only did December passenger revenues exceed forecast by 
$3.1 million (or 16.5 per cent), they also exceeded the monthly budget for the first 
time since January 2004. Other revenues, especially investment income, were also 
very strong in December and ended the year $2.4 million over budget. 
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: OPERATING COSTS 

As noted above, the CIRB ruling has significantly increased VIA’s 2004 operating 
costs. In addition, VIA also experienced higher costs for legal services in 2004. 
However, during the year, the Corporation reversed $14 million of capital taxes 
related to prior years. This adjustment helped offset the negative effect of the CIRB 
settlement and the increased legal services costs. Total operating costs (cash operating 
expenses), excluding the CIRB settlement, were slightly less than last year. 

Almost all areas of the Corporation contributed to this excellent result. The 
sources of expense savings (excluding the capital tax reversal) are diverse, as almost 
all expense categories were below budget. Major contributors include $6.4 million 
in lower maintenance material costs; $4.9 million in compensation savings through 
control of vacant positions and staffing levels; $1.3 million from train operations, 
mostly from reduced line-haul charges; $1.3 million from lower station and property 
expenses; and $1.2 million from lower marketing and sales expenses, including the 
benefits from new customer service technologies. 

The reduction in operating expenses allowed the Corporation to end the year with 
a 58.9 per cent cost-recovery ratio, an improvement compared to the 58.5 per cent 
recorded last year. 


CAPITAL EXPENDITURES 

Capital expenditures totalled $20.2 million in 2004, slightly less than forecast and far 
below the planned level of $41.1 million, which reflects VIA’s prudent management 
of its capital resources until a certain long-term investment strategy is more clearly 
articulated pursuant to the Minister’s instructions. With the exception of adminis- 
tration projects, all capital programs underspent their budgets this year. 

The most significant underspending occurred in equipment projects at $9.8 million, 
where significant delays in VIA’s LRC and F-40 rebuild projects occurred. Other 
programs with significant underspending include station projects, mostly due to 
delays in project startups, infrastructure projects, where work was deferred for future 
consideration, and maintenance centre projects. 
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ON-TIME PERFORMANCE 

VIA faced another difficult year in 2004 with on-time performance decreasing for 
a third year in a row. However, despite very challenging first quarter conditions when 
on-time performance averaged only 54 per cent, some recovery was seen in the 
remainder of the year to achieve a year-end result of 70 per cent of the trains arriving 
on time. | | 

VIA recognizes that failing to meet operating schedules is a critical problem, with 
potentially disastrous effects on VIA’s financial performance if the root cause of the 
problem is not addressed quickly. Deteriorating performance will lead to lost business, 
lower revenues, and possibly higher costs to government. _ 

Of the train delays experienced in 2004, 18 per cent were directly under VIA’s 
_control, an improvement from 2003 of almost three percentage points. A significant 
portion of these delays was related to adjustments that had to be made to the introduc- 
tion of new equipment as well as some equipment failures caused by an aging fleet. 

VIA continues to closely monitor and seek ways to minimize the delays in its own 
operations, including changes in station practices to reduce station stand time, and 
improved baggage handling procedures to reduce delays en route. In addition, albeit 
slightly longer term, VIA has begun the process of rebuilding two of its older fleets 
of rolling stock. | 

However, the majority of train delays were caused by operating railways (69 per cent), 
with other parties accounting for another 11 per cent of delays. The significant volume 
of operator-related delays is due largely to insufficient infrastructure. VIA continues 
to work closely with all parties to resolve problems that cause delays, and is making 
progress in this regard. . 

Although the number of trains arriving late increased in 2004, the severity of delays 
from all sources was significantly less than in 2003 (average delay minutes 18 per cent 
down). Delay minutes under VIA’s direct control decreased by almost 25 per cent 
in 2004, showing that VIA’s continuous efforts to contain controlled delays is 
yielding results. 
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| 


OUTLOOK FOR 2005 
VIA looks forward to completing a transition in leadership in 2005, with the 
appointments of a new President and Chief Executive Officer and a new Chairman 
of the Board. With new leadership in-place, VIA will continue to explore options 


. with the Government of Canada concerning the future direction of passenger rail. 


Although VIA’s revenues and ridership showed signs of growth in the last quarter 
of 2004, markets are expected to be highly uncertain and unstable in 2005. VIA will 
continue to concentrate on finding innovative and creative ways to maintain above- 
average performance and maximize passenger revenues in growing markets. In order 
to return revenues to the upward trend established over the past decade, and to 


continue minimizing costs, VIA will: 


- Continue to implement rigorous cost controls to eliminate unnecessary costs, 
without jeopardizing services. 


Les Promote its new simplified Com/ort® class Flexi Fares to increase the convenience 
and flexibility of passenger rail travel as an attractive option in the marketplace. 


. Improve and enhance access to VIA’s services by expanding use of self-service 
ticketing kiosks for most products, and introducing special Web-based promotional 
initiatives to capitalize on the growth in online bookings to attract new customers, 
while retaining existing travel base. 


~ Improve and enhance service delivery to capitalize on its competitive edge over 
other modes of transportation. 


. On-time performance will remain a critical focus in 2005. Indeed, any optimism 
for the coming year must be tempered by grave concerns about limited infrastructure 
capacity, and the impact this is having on on-time performance. Many of the infra- 
structure and capacity problems experienced in 2003 and 2004 will continue, 


‘and increase, if they are not addressed quickly. 


VIA is working closely with the freight railways and the federal government 
to examine options for resolving these issues. VIA is confident that viable options : 


- will be identified which, if implemented, would allow the Corporation to continue 


increasing revenues, thereby ensuring that the national passenger rail service will 


_grow to meet Canada’s transportation needs in the years ahead. 
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MANAGEMENT'S RESPONSIBILITY STATEMENT 


YEAR ENDED DECEMBER 31, 2004 


Management of the Corporation is responsible for the preparation and integrity 
of the financial statements contained in the Annual Report. These statements have 
been prepared in accordance with Canadian generally accepted accounting principles 
and necessarily include certain amounts that are based on management’s best 
estimates and judgement. Financial information contained throughout the Annual 
Report is consistent with that in the financial statements. Management considers 
that the statements present fairly the financial position of the Corporation, the results 
- of its operations and its cash flows: 

To fulfill its responsibility, the Corporation maintains systems of internal 
controls, policies and procedures to ensure the reliability of financial information 
and the safeguarding of assets. The internal control systems are subject to periodic 
reviews by Samson Bélair/Deloitte & Touche, general partnership, as internal auditors. 
The external auditors, the Auditor General of Canada and Ernst & Young LLP, 
have audited the Corporation’s financial statements for the year ended December 31, 
2004, and their report indicates the scope of their audit and their opinion on the 
financial statements. 

The Audit and Finance Committee of the Board of Directors, consisting 
primarily of independent Directors, meets periodically with the internal and external 
auditors and with management, to review the scope of their audits and to assess 
reports on audit work performed. The financial statements have been reviewed 
and approved by the Board of Directors on the recommendation of the Audit and 
Finance Committee. . 


Paul Coté J. R. Paquette 


Interim President Chief Financial Officer 
and Chief Executive Officer and 
Chief Operating Officer 


Montreal, Canada 
February 11, 2005 


i da 20041 43 
FINANCIAL STATEMENTS Vid Rat Caos 


AUDITORS’ REPORT 


TO THE MINISTER OF TRANSPORT 

We have audited the balance sheet of VIA Rail Canada Inc. as at December 31, 2004 
and the statements of operations and retained earnings and cash flows for the year 
then ended. These financial statements are the responsibility of the Corporation’s 
management. Our responsibility is to express an opinion on these financial statements 
based on our audit. 

We conducted our audit in accordance with Canadian generally accepted auditing 
standards, Those standards required that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all M respects, 
the financial position of the Corporation as at December 31, 2004 and the results of 
its operations and its cash flows for the year then ended in accordance with 
Canadian generally accepted accounting principles. As required by the Financial 
Administration Act, we report that, in our opinion, thesé principles have been 
applied, except for the change in the method of accounting for derivative financial 
instruments as explained in note 3 to the financial statements, on basis consistent 
with that of the preceding year. | | | 

Further, in our opinion, the transactions of the Corporation that have come to our 
notice during our audit of the financial statements have, in all significant respects, 
been in accordance with Part X of the Financial Administration Act and regulations, 
the Canada Business Corporations Act and the articles and the by-laws of the Corporation. 


LS LATE A PNR ae 


Ernst & Young LLP Sheila Fraser, FCA 
Chartered Accountants Auditor General of Canada 


Montreal, Canada 
February 11, 2005 
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BALANCE SHEET 


AS AT DECEMBER oH 


| 2004 ! 


FINANCIAL STATEMENTS 


{IN THOUSANDS) 2003 | 
Current Assets 
Cash and cash equivalents USE SUITE 
: Accounts receivable, trade 5,323 4,715 
Accounts receivable, other 2,029 SAA. 
Receivable from the Government of Canada “ 1,485 
- Derivative financial instruments (NOTES 3 AND 12] 3,976 = 
Materials | _: 15,943 16,012 
: : “ 37,085 27.175 
Long-term Assets _ 
Property, plant and equipment (NOTE 4) . 610,012 651,774 
Asset renewal fund (NOTE 5) | 110,706 104,679 
Accrued benefit asset (NOTE 7) 145,928 117,282 
Derivative financial instruments (NOTES 3 AND 12) 2,921 = 
Other | 4,752 5,518 
| 874,319 879,253 
$911,404  $ 906,428 
Current Liabilities 
Accounts payable and accrued liabilities (NOTES 3 AND 6) $ 86,682 $ 74,780 
Deferred revenues and other credits 7,964... 1.067 
94,643 ~ (81,849 
Long-term Liabilities 
Accrued benefit liability (NOTE 7) 19,345 17,702 
Future corporate taxes. (NOTE 8) 33,832 29,921 
Other 3,950%: 3,788 
“, 56,527 46,811 
Deferred Capital Funding (NOTE 9 _ 635,666 674, 864 
Shareholder’s Equity 
. Share capital (NOTE 10) | 9,300 9,300 
Contributed surplus 4,963 4,963 
Retained earnings — 110,305 88,641 
124, 568 102,904 
$ 911,404 $906,428 
COMMITMENTS AND CONTINGENCIES (NOTES 11 AND 15] 
SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
. On behalf of the Board, 
AZ eu Bp oe 
Marlene Te CA Anthony Friend, ac 
~ Director and Chairman of the Audit Director-and Acting Chairman LE the Board 
and Finance Committee 
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STATEMENT OF OPERATIONS AND RETAINED EARNINGS 


YEAR ENDED DECEMBER 31 


(IN THOUSANDS) | 2003 | 
Revenues 
Passenger $ 241,399 $ 231,379: . 
Other 18,093 18,966 
: 259,492 250,345 

Expenses 
Compensation and benefits 195,726 191,422 
Train operations and fuel (ote 12) 87,560 91,856 
Stations and property 27,706 28,089 
Marketing and sales . 26,033 27,709 
Maintenance material 24,382 21.017 
On-train product costs 16,618 16,275 
Operating taxes 1557 138:720 
Employee future benefits (Nore 7) (19,263) 3,981 
Amortization and losses on write-down and 

disposal of property, plant and equipment 60,672 52,048 
Other 47,014 26,788 

- 468,005 478,905 

Operating loss before funding from the 

Government of Canada and corporate taxes 208,513 228,560 
Operating funding from the Government of Canada 177,444 181,115 
Amortization of deferred capital funding (NOTE 9) 59,354 52212 
Income before corporate taxes 28,285 4,827 
Corporate tax (recovery) expense [NOTE 8) (1,890) 1,589 
Future corporate taxes (NOTE 8) 8,511 4,097 
Net income (loss) for the year 21,664 (859) 
Retained earnings, beginning of year 88,641 89,500 . 
Retained earnings, end of year $110,305 $ 88,641 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
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2004 | . 


FINANCIAL STATEMENTS 


STATEMENT OF CASH FLOWS 


YEAR ENDED DECEMBER 31 


(IN THOUSANDS} | 2004 | 2003 | 
OPERATING ACTIVITIES : . 
Net income (loss) for the year $ 21,664 $ [859] 
Non-cash items relating to operations: ; 
Amortization of property, plant and equipment 59,362 . 52,285 
Losses on write-down and disposal of property, plant and equipment 1,657 111 
Gain on disposal of asset renewal fund investments (766) (427) 
‘Amortization of premium and discount on purchase of bonds 
in the asset renewal fund : 181 169 
~-Amortization of investment tax credits (347) (348) 
Amortization of deferred capital funding (59,354) (52,272) 
Future corporate taxes | 8,511 4,097 
Unrealized gain on derivative financial instruments (4,919) . 
| Change in non-cash working capital related to operations 8,434 (12,005 
Change in other long-term assets 766 766 
Change in accrued benefit asset (28,646) — (5,661 
Change in accrued benefit liability 1,643 Pen ea ee 
Change in other long-term liabilities a 4) ee 
| aise 8,095 : (12,911 
 FINANCING ACTIVITIES 
Capital funding from the Government of Canada 20,156 82,381 
Change in capital funding receivable from the Government of Canada 3,710 15,312 
5 | 23,866 97,693 
INVESTING ACTIVITIES 
Acquisition of investments in the asset renewal fund (10,659) (13,333) 
- Proceeds from sale and maturity of investments 
in the asset renewal fund PAF 2,800 
_ Acquisition of property, plant and equipment (20,156) (77,381 
Proceeds from disposal of property, plant and equipment : 899 281 


(24699) (87,633) 


CASH AND CASH EQUIVALENTS 


Increase (decrease) during the year 7,262 (2,851 
Balance, beginning of year DUREE 5,403 
BALANCE, END OF YEAR | $ 9,814 $ 2552 
REPRESENTED BY: 
Cash and outstanding cheques : Ss (i 544) $ (3,548) 
Short-term investments, 2.51%, | 
maturing in January 2005 (2003: 2.74%) eke 358 6,100 100 


$ 9814 $ 2,552 
22 EEE EE SS 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
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NOTES TO THE FINANCIAL STATEMENTS 


AS.AT DECEMBER 31, 2004 var 


4 | AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part I of Schedule III to the 
Financial Administration Act. \t was incorporated in 1977, under the Canada Business 
* Corporations Act. The Corporation’s vision is to be the Canadian leader in service 
excellence in passenger transportation with a mission to work together to consistently 
deliver safe; efficient and environmentally-responsible services for travellers in 
Canada. The Corporation uses the roadway infrastructure of other railway companies 
and relies on them to control train operations. 
The Corporation is not an agent of Her Majesty and is subject to income taxes. 


2 | ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles. The significant accounting 
policies followed by the Corporation are summarized as follows: 


A | FUNDING FROM THE GOVERNMENT OF CANADA 

Operating funding, which pertains to services, activities and other undertakings 
of the Corporation for the management and operation of railway passenger services 
in Canada, is recorded as a reduction of the operating loss. The amounts are 
determined on the basis of operating expenses less commercial revenues excluding 
employee future benefits and non-cash transactions relating to property, plant and 
equipment and future corporate taxes, and are based on the operate budget approved 
by the Government of Canada for each year. 

Funding for depreciable property, plant and equipment is recorded as deferred 
capital funding on the Balance Sheet and is amortized on the same basis and over 
the same periods as the related property, plant and equipment. Upon disposition of 
the funded depreciable property, plant and equipment, the Corporation recognizes 
into income all remaining deferred capital funding related to the property, plant and 
equipment. Funding for non-depreciable property, plant and equipment is recorded 
as contributed surplus. 
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2 | ACCOUNTING POLICIES {Cont'd} 


B | CASH EQUIVALENTS | 
Cash equivalents include highly liquid investments purchased three months or less 
from maturity and are carried at lower of cost or market value. 


C | ASSET RENEWAL FUND 
Short-term investments are carried at the lower of cost or market value, determined 
on an aggregate basis. 

The other investments in the asset renewal fund are carried at cost. The carrying 
value of each of these investments is assessed periodically to determine if there has 
been an other than temporary decline in value. A charge to income is recorded during 
the period in which such a decline in value is determined. 


D | REVENUE RECOGNITION 

Revenues earned from passenger transportation are recorded as services are 
rendered. Amounts received for train travel not yet rendered are included in current 
liabilities as deferred revenues. Other revenues which includes investment income 
and third party revenues are recorded as they are earned. 


E | FOREIGN CURRENCY TRANSLATION . 
Accounts in foreign currencies are translated using the temporal method. Under 
this method, monetary Balance Sheet items are translated at the exchange rates 
in effect at year-end. Gains and losses resulting from the changes in exchange 
rates are reflected in the Statement of Operations and Retained Earnings. 
Non-monetary Balance Sheet items as well as foreign currency revenues and 
expenses are translated at the exchange rate in effect on the dates of the related 
transactions. | 


F | MATERIALS | | 

Materials, which are valued at the lower of weighted average cost and replacement 
cost, consist primarily of items used for the maintenance of rolling stock. An 
allowance for obsolescence is provided for materials. 


G | PROPERTY, PLANT AND EQUIPMENT 
Property, plant and equipment acquired from Canadian National Railway : and 
Canadian Pacific Limited at the start of operations in 1978 were recorded at their net 
transfer values while subsequent acquisitions, including those acquired under capital 
leases, are recorded at cost. | 

The costs of refurbishing and rebuilding rolling stock and costs associated with 
other upgrading of property, plant and equipment are capitalized if they are incurred 
to improve the service value or extend the useful lives of the property, plant and 

equipment concerned; otherwise, such costs are expensed as incurred. 
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2 | ACCOUNTING POLICIES 
G| PROPERTY, PLANT AND EQUIPMENT (Cont'd) 
Retired property, plant and equipment are written down to their net realizable value. 
: Amortization of property, plant and equipment is calculated on a straight-line 
basis at rates sufficient to amortize the cost of property, plant and equipment, less 
their residual value, over their estimated useful lives, as follows: 


Rolling stock 12 to 30 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 40 years 
Leasehold improvements | _ 3 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems 3 to 7 years 
Other property, plant and equipment 3 to 10 years 


No amortization is provided for projects in progress and retired property, plant 
and equipment. 


H | CORPORATE TAXES 

The Corporation follows the liability ne of accounting for corporate taxes. 
Under this method, the net change in the future corporate tax assets and liabilities 

is included in income. Future corporate tax assets and liabilities are measured using 

substantively enacted tax rates expected to apply to taxable income in the years in 

which temporary differences are expected to reverse. 


I INVESTMENT TAX CREDITS ~ 

Investment tax credits are recognized when qualifying expenditures have been 
made, provided there is reasonable assurance that the credits will be realized. They 
are amortized over the estimated useful lives of the related property, plant and 
equipment. The amortization of deferred investment tax credits is recorded as 
a reduction of the amortization of property, plant and equipment. These credits are 
included in other long-term liabilities. 


J | EMPLOYEE FUTURE BENEFITS 
The Corporation accrues obligations under its employee future benefit plans. 

The cost of pension and other employee future benefits earned by employees is 
actuarially determined using the projected benefit method prorated on services and 
management’s best estimate of expected plan investment performance, salary esca- 
lation, retirement ages of employees and expected health care costs. 

For the purpose of calculating the ees return on plan assets, those assets are 
valued at fair value. 
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2 | ACCOUNTING POLICIES 
J | EMPLOYEE FUTURE BENEFITS [Cont’ d) 

On January 1, 2000, the Corporation adopted the new accounting standard on 
employee future bénefits using the prospective application method. The Corporation 
is amortizing the transitional asset on a straight-line basis over 13 to 14 years, which 
was the average remaining service lives of the active employee groups at the time. 

Past service costs are amortized on a straight-line basis over the expected average 

remaining service lives of the active employee groups which is, in most cases, 
estimated to be 12 years. 
_ For the pension plans the excess of the accumulated net actuarial gain or loss over 
10% of the greater of the accumulated benefit obligation and the fair value of plan 
assets is amortized on a straight-line basis over the average remaining service lives 
of the active employee groups which is, in most cases, estimated to be 12 years. 


K | DERIVATIVE FINANCIAL INSTRUMENTS 

Derivative financial instruments such as swaps, call options and forward foreign 
exchange contracts, are utilized by the Corporation in the management of its exposure - 
to changes in fuel prices. The Corporation does not enter into derivative financial 
instruments for trading or speculative purposes. The Corporation does not currently 
~ apply hedge accounting on these derivative financial instruments. 

Derivative financial instruments are recognized on the Balance Sheet at inception 
and removed when they expire or are terminated. On the inception, each derivative 
is recognized at fair value as either an asset or a liability on the Balance Sheet and 
changes in fair value are recognized in the train operations and fuel expenses. 
Derivative financial instruments with a positive fair value are reported as derivative 
financial instrument assets and derivatives with a negative fair value are reported as 
part of accounts payable and accrued liabilities. 


L | MEASUREMENT UNCERTAINTY 

The preparation of financial statements in accordance with Canadian generally 
accepted accounting principles requires management to make estimates. and 
assumptions that affect the reported amounts of assets and liabilities as well as 
_ revenues and expenses and the disclosure of contingent assets and liabilities. The 
most significant estimates involve the recognition of liabilities and other claims 
against the Corporation, employee future benefits, future corporate taxes as well as 
the useful life of Property, Plant and Equipment. Actual results could differ from 
these estimates and such differences could be material. 


M | VIA PREFERENCE PROGRAM 

The incremental costs of providing travel awards under the Corporation's V/A 
Préférence frequent traveler reward program are accrued as the entitlements to such 
‘awards are earned and are included in accounts payable and accrued liabilities. 
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3 | ADOPTION OF NEW ACCOUNITING STANDARD 


. A | FINANCIAL INSTRUMENTS 

In December 2001, the Accounting Standards Board issued Accounting Guideline 
(AcG-13) “Hedging Relationships,” as amended. In June 2002, EIC-128, 
“Accounting for Trading, Speculative or Non-Hedging Derivative Financial 
Instruments,” was also issued. AcG-13 establishes the criteria for identification, 
designation, documentation and effectiveness of hedging relationships for the 
purpose of applying hedge accounting. E[C-128 establishes that a freestanding 
derivative financial instrument that gives rise to a financial asset or financial liability 
and is entered into for trading or speculative purposes, or that does not qualify for 
hedge accounting under AcG-13 should be recognized on the Balance Sheet and 
measured at fair value, with changes in fair value recognized in income of the 
period. The Corporation adopted prospectively both AcG-13 and EIC-128 effective 
January 1, 2004. 

As a result of applying the new accounting standards the Corporation recognized 
an unrealized gain of $4.9 million included in the train operations and fuel. The 
Balance Sheet impact of recognizing derivative financial instruments at fair value 
resulted in the recognition of a current asset of $3.9 million, a long-term asset of 
$2.9 million, a current liability of $1.4 million included in accounts payable and 
accrued liabilities and a deferred gain of $0.5 million which is included in deferred 
revenues and other credits. The deferred gain relates to derivative financial instruments 
that were outstanding at the beginning of the year and is amortized into earnings 
based on the original maturity date of the contract. 


B | ASSET RETIREMENT OBLIGATIONS 

Effective January 1, 2004, the Corporation retroactively adopted the method of 
accounting for asset retirement obligations set by the Canadian Institute of Chartered 
Accountant’s section 3110, “Asset Retirement Obligations.” The new rules apply to 
legal obligations associated with the retirement of tangible long-lived assets that 
result from the acquisition, construction, development or the normal operations of 
long-lived assets. The Corporation has assessed its exposure to any asset retirement 
obligations and has determined that it has none as at December 31, 2004 and 
December 31, 2003. 
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4 | PROPERTY, PLANT AND EQUIPMENT 


(IN MILLIONS OF DOLLARS) | 2004 aif v.2003 A 
aon oe MM CU ee Me ere 
COST AMORTIZATION NET COST  AMORTIATION NET 

Land | 5.0 - 5.0 5.0 - 5.0 
Rolling stock . | 738.2 378.1 360.1 013% 343.4 330.3 
Maintenance buildings | 17979 116.3 63.6 178.042" 1079 70.1 
Stations and Facilities 44.1 24.4 19:7 43.3 ORD SAT 
Infrastructure improvements 137.0 46.5 90.5 130.8 43.0 87.8. 
Leasehold improvements 112.8 82.3 30.5 Wier 172 30.5 
“Machinery and Equipment 937 215405 62 1e HA dia ES 
Information systems 42.6 36.5 6:12 366 32.4 4.2 

Other property, | | . 

plant and equipment 20.0 19.1 0.9 19.9 19.0 0.9 
he 1,313.3 730.7 582.6 1,226.9 -671.5 555.4 

Projects in progress ; PDT ot _ 930 

Retired property, plant and equipment 

(at net realizable value) 2.1 eee der: 


ÉTOUS = nthe UT Un 


Projects in progress as at December 31, 2004, primarily consist of rolling stock 
for $21.1million (2003: $76.9 million) and improvements to infrastructure and 
information systems for $3.4 million (2003: $7.6 million). 
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5 | ASSET:RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of 

Canada to segregate proceeds from the sale or lease of surplus assets as well as up to 

$5 million of annual funding approved but not expended during the fiscal year to 2006. 
The asset renewal fund includes the following investment instruments: 


(IN MILLIONS OF DOLLARS) | 2004 | 2003 - | 


COST MARKET VALUE COST MARKET VALUE 


Government of Canada bonds 19.8 26.2 19.4 24.2 
Other Canadian bonds and debentures 20.8 22.8 16.1 WPS) 
Pooled equity unit trust ey erg 67.6. 54.8 59.6 
Cash and short-term investments 12.4 12.4 14.4 14.4 

Rs 110.7 129.0 104.7 115.7 


= The Treasury Board has approved an amount of $39.5 million (2003: $39.5 million) 
to fund prior years’ operating deficits and certain property, plant and equipment 
while the balance of the-asset renewal fund of $71.2 million (2003: $65.2 million) 
represents the funds that are retained for future investments in property, plant and 


|. equipment. 


The weighted average effective rate of return on bonds and debentures as well as 
short-term investments as at December 31, 2004 was 5.01% (2003: 5.18%) and the 
weighted average term to maturity as at December 31, 2004 is 8 years (2003: 9 years). 

The market value of bonds and debentures, pooled equity unit trust and short-term 
investments is based on the current bid price at the Balance Sheet date. 

The Corporation is subject to credit risk from its holdings of the asset renewal fund. 
The Corporation minimizes its credit risks by adhering to the Minister of Finance of 
Canada Financial Risk Management Guidelines for Crown Corporations and the 
Corporate Investment Policy and by investing in high quality financial instruments. 
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6 | ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 


The Accounts payable and accrued liabilities include the following: 


{IN MILLIONS OF DOLLARS] | ee 2004 | 2003 | 
Accrued liabilities | 31.5 74 
Wages payable and accrued 256). 22.6 
Trade payables 22.6 19.3 
Capital tax and sales taxes payable — 4.0 127 
Derivative financial instruments 1.4 - 
Current portion of Network Restructuring 0.8 3.1 
Account payable to the Government of Canada 0:7 - 
Other i a oe - 
HUE PRADA Te 74.8 


7 | EMPLOYEE FUTURE BENEFITS 


The Corporation provides a number of funded defined benefit pension plans as 
well as unfunded post retirement and post-employment benefits that include life 
insurance, health coverage and self insured Workers’ Compensation benefits, to all 
its permanent employees. . | 

The defined benefit pension plans are based on years of service and final average salary. 
__ Pension benefits increase annually by 50% of the increase in the Consumer Price Index 

in the 12 months ending in December subject to a maximum increase of 3% in any year. 

The latest actuarial valuation for the post-retirement and post-employment 
unfunded plans was carried out as at December 31, 2004. The results of this valuation 
are recorded in the 2004 Financial Statements. 

The latest actuarial valuations of the pension plans were carried out as at 
December 31, 2001 by external actuaries who are members of the Canadian Institute 
of Actuaries. The next actuarial valuation will be carried out as at December 31, 
2004 and will be available in June 2005. The actuarial valuation of the Supplemental 
Executive Retirement Plan is carried out annually. The last actuarial valuation was 
carried out as at December 31, 2003. 
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7 | EMPLOYEE FUTURE BENEFITS (Cont'd) 


Based on these actuarial valuations and projections to December 31, 2004, the 
summary of the principal valuation results, in aggregate, is as follows: 


(IN MILLIONS OF DOLLARS) | PENSION PLANS | OTHER BENEFITPLANS |. 
2004 2003 2004 2003 


ACCRUED BENEFIT OBLIGATION: 


Balance at beginning of year 1,260.6 1,192.0 29.5 27.9 
Current service cost 14.7 14:0 4.0 4.0 
Employee contributions 40,24 10.2 - - 
Interest cost 74.4 76.6 i Pes, 
Benefits paid | (78.8) (66.9) (6.1) (5.0) 
Plan amendments - - 0.2 - 
Actuarial (gain) loss 70.5 34.7 . (1.8) ‘0.8 
Accrued benefit obligation at end of year 1,351.6  1,260.6 27.5 29.5 
FAIR VALUE OF PLAN ASSETS: | 

Balance at beginning of year 1:3701 1,217.8 = - 
Actual return on plan assets 162.5 208.1 - - 
Employer contributions | TAZ, 0.9 6.1 5.0 
Employee contributions 10.2 10.2 - - 
Benefits paid (78.8) (66.9) (6.1) (5.0) 
Balance at end of year = ne Der 1,465.2 SON - FE 


The percentage of the fair value of the total pension plan assets by major category as 
at December 31 was as follows: 


| 2004 | 2003 | 
ASSET CATEGORIES: | 
Equity securities (public market) 58.3% 57.6% 
Fixed income securities (public market) 34.7% 34.4% 
Private equity, hedge funds and other 5.7% 6.0% 
Real Estate . 1.3% 2.0% 


100.0% 100.0% 
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7 | EMPLOYEE FUTURE BENEFITS (Cont'd) 


(IN MILLIONS OF DOLLARS) 


Defined benefit (income) costs recognized 


| PENSION PLANS {OTHER BENEFIT PLANS | 

2004 2003 2004 2003 
RECONCILIATION OF THE FUNDED STATUS: 
Fair value of plan assets 1,465.2 (SHAG) S = 
Accrued benefit obligation 1,351.6 1,260.6 27:5 29.5 
Funded status of plans - surplus (deficit) 113.6 109.5. (27.5) (295) 
Unamortized net actuarial losses (gain) 311.7 319.2 (Goer ante 
Unamortized past service costs 310 4.0 0.6 0.5 
Unamortized transitional (asset) obligation (282.9) (315.4) 93 117 
CE 1459 MUS) CUT HE: 
Network Restructuring long-term liability FRANS (14) i - 19) 
Accrued benefit asset (liability) 185.0 2 Whi ge Ce ian 
ELEMENTS OF DEFINED BENEFIT COSTS 
RECOGNIZED IN THE YEAR: 

: Current service cost 14.7 14.0 4.0 4.0 
Interest cost.> | - 74.4 76.6 a7: 1.8 
Actual return on plan assets (162.5) (208.1) - - 
Actuarial losses (gains) 70.5 34.7 (1.8) 0.8 

Plan amendments , - PIC 0.2 . ; 
Elements of employee future benefits. 
(income) costs before adjustment 
to recognize the long-term nature 

_ of these costs ko (2.9) (82.8) 41 66 
Adjustments to recognize the long-term 
nature of employee future benefits costs: 

Differences between: 
Expected return and actual return 

on plan assets for the year 62.8 ITA - - 
Actuarial (loss) gain recognized for the year 

and the actual actuarial loss 

on accrued benefit obligation for the year (55.2) (9.1) RL (0.7) 
Amortization of past service costs for the year 

and the actual plan amendments for the year 0.4 0.4 (0.1) / 
Amortization of transitional (asset) obligation 1182.5)03 = G25) 2.5 2.5 

(27.4) (4.8) 8.2 8.4 


The employee future benefits expense in the Statement of Operations and Retained 
Earnings includes the pension plans net income, the other benefit plans net costs 
as well as the adjustment of the network restructuring accrual of $(0.1) million 


(2003: $0.4 million). 
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‘7 | EMPLOYEE FUTURE BENEFITS (Cont'd) 


| PENSION PLANS | OTHERBENEFITPLANS | 
Es ie. 2004 2003 _ 2004 2003 
WEIGHTED-AVERAGE OF SIGNIFICANT 
ASSUMPTIONS: 
Accrued benefit obligation as at December 31: 
Discount rate ; | 5.75% - 6.00% 5.75% 6.00% 
Rate of compensation increase 3.25% 3.00% 3.25% 3.00% 
Benefit costs for the year ended December 31: | “a 
Discount rate : 6.00% 6.50% 6.00% 6.50% 
Expected long-term rate of return 
on plan assets 7.50% 7.50% - | - 
_ Rate of compensation increase 3.00% 3.50% 3.00% 3.50% 
Assumed health care cost trend rates 
as at December 31: 
Initial health care cost trend rate - - 7.12% 5.93% 
Cost trend rate declines to - - 3.37% 3.16% 
Year ultimate rate is reached - - 2011 2007 


SENSITIVITY ANALYSIS 

Assumed health care cost trend rates have a significant effect on the amounts report- 
ed for the health care plans. A one-percentage-point change in assumed health care 
cost trend rates would have the following effects for 2004: 


(IN THOUSANDS OF DOLLARS) | INCREASE |  DECREASE ! 
Total service and interest cost 21 (22) 
Accrued benefit obligation 197 (178) 
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| 
| 


. 8 | CORPORATE TAXES 


_ The future corporate tax liabilities result from temporary differences relating to the 


accrued benefit asset and the unrealized gain on derivative financial instruments less. 
the tax benefits relating to losses carryforwards, contingencies, the accrued benefit 
liability, other long-term liabilities and property, plant and equipment net of the val- 
uation allowance. | 

The corporate tax (recovery) expense is represented by the large corporation tax 
recovery of $1.9 million (2003: expense of $1.6 million). 


9 | DEFERRED CAPITAL FUNDING 


(IN MILLIONS OF DOLLARS) | 2004 ! 2003 | 
Balance, beginning of year 674.9 644.8 
Government funding for depreciable property, av’ oe 
plant and equipment 20.2 82.4 
Amortization of deferred capital funding oe es (59:41 : 14078) 
Balance, end of year 635.7 674.9 


10 | SHARE CAPITAL 
The authorized share capital of the Corporation is comprised of an unlimited 


number of common shares with no par value. As at December 31, 2004 and 2003, 
93,000 shares at $100 per share are issued and fully paid. 
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11 | COMMITMENTS 


A | The future minimum payments relating to operating leases mainly for real estate 
and computer equipment are as follows: 


(IN MILLIONS OF DOLLARS) 


2005 | 8.8 

2006 | ath li 

2007 Jai 

2008 8.1 

2009 | 2.1 

Subsequent years proportionately to 2049 . 118.0 a 
195.1 


B | As at December 31, 2004, the Corporation has outstanding purchase commitments 
amounting to $12.3 million consisting mainly of the completion of rolling stock projects. 


C | The Corporation has entered into train service agreements for the use of tracks 
and control of train operations expiring on December 31, 2008. 


D | The Corporation has issued letters of credit totalling approximately $21.8 million 
(2003: $20.1 million) to various provincial government workers’ compensation 
boards as security for future payment streams. 


12 | DERIVATIVE FINANCIAL INSTRUMENTS 


At year-end the corporation had the following Swaps and Call Option for Heating oil: 


DESCRIPTION MATURITY DATE é oa pene | | io Re tas | | ee oh 

_ Crude Swap April 30, 2005 1.321 2,520,000 (293) 
Crude Swap December 31, 2005 0737 7,560,000 3,803 
Crude Swap December 31, 2006 0.818 4,536,000 1,516 
Crude Swap er December 31, 2007 0.800 d 4,536,000 1,250 
6,276 
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12 | DERIVATIVE FINANCIAL INSTRUMENTS [Cont'd] 


CAP PRICE | TRIGGER LEVEL 
nee PER U.S. GALLON | PER U.S. GALLON NOTIONAL QUANTITY | FAIR VALUE 
‘DESCRIPTION MATURITY DATE (usp) (USD) (U.S. GALLONS) | CAD (000'S) 
. Crude Call Option December 31, 2005 1.140 1.450 3,696,000 172 


Crude Call Option _ December 31,2006 . 1:065 :.. 1.450 2,520,000 155 
2 327 


At year-end the Corporation had the following U.S. forward foreign exchange contracts 
convertible into Canadian dollars: - 


DESCRIPTION | MATURITY DATE | Er ea a ies 

CAD (000'S) 
Foreign Exchange Monthly in 2005 1.3140 5,570 (619) 
Foreign Exchange Monthly in 2005 1.2900 2,177 (191) 
Foreign Exchange Monthly in 2005 1.2680 1,565 (102) 
Foreign Exchange Monthly in 2006 1.2900 2,177 (188) 
Foreign Exchange Monthly in 2006 SEIS SE (27) 
(1,127) 


The fair value of the positive balance of the above derivative financial instruments 
at December 31, 2004 is $6.9 million and the negative balance is $1.4 million. 
The $1.4 million is included in “Account payable and Accrued liabilities” as a short- 
term derivative financial instrument liability. 

Included in the “Train operation and fuel” expense is a gain of $10.3 million on 
. derivative financial instruments. 

The Corporation is exposed to credit risk in the event of non-performance by 
the counterparty to its derivative financial instruments but does not expect such 
non-performance as the counterparty is of high credit quality. 


13 | FAIR VALUE OF FINANCIAL INSTRUMENTS 
The estimated fair value of the recognized financial instruments, except for the asset 
renewal fund, approximates their carrying value due to their current nature. 


14 | RELATED PARTY TRANSACTIONS 

The Corporation is related in terms of common ownership to all Government of 
Canada created departments and agencies. The Corporation enters into transactions 
with these entities in the normal course of business on trade terms applicable to all 
individuals and enterprises and these transactions are recorded at exchange value. 
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15 | CONTINGENCIES 


A | The Canadian Transportation Agency (CTA) rendered a decision in October 
2003 against the Corporation in favour of the Council for Canadians with Disabilities. 
The Corporation was directed to re-design and re-construct its Renaissance rail 
cars to remove certain undue obstacles to persons with disabilities. 

In December 2003, the Corporation sought and obtained a stay of that decision: 
from the Federal Court of Appeal and also sought and obtained leave to appeal the 
decision which was granted by Order of the Federal Court in March, 2004. The 
appeal was heard in November, 2004. The decision is under reserve. — 

If the CTA decision is upheld the cost of modifying the Renaissance cars would 
be significant. Management is of the opinion that this could cost between $50 million 
and $100 million an amount that would exceed funding approved by the 
Government of Canada for the Renaissance project. No provision has been made in 
the financial statements for the CTA decision. 


B | The Corporation began a restructuring of its labour force in 1997 which resulted 
in the elimination of a number of positions. The changes became subject to various 
Canadian Industrial Relations Board (CIRB) decisions, mediations and arbitrations. 

In May 2003, the CIRB rendered à decision directing the Corporation to pay 
back wages under certain circumstances to former conductors. The Supreme Court 
decided not to grant the Corporation leave to appeal a Federal Court of Appeal ruling 
supporting the decision of the CIRB. 

The Corporation has made a provision for this estimated expense in its 2004 
financial results. 


C | The Corporation has performed an assessment of all of its operations and of all 
of its manned facilities in order to determine the environmental risks. The sites that 
are suspected to be contaminated will be further investigated in the coming years. 
Certain sites could eventually require decontamination measures or mitigation. 


D | The Corporation is subject to claims and legal proceedings brought against it in 
the normal course of business. Such matters are subject to many uncertainties. © 
Management believes that adequate provisions have been made in the accounts 
where required and the ultimate resolution of such contingencies are not expected 
to have a material adverse effect on the financial position of the Corporation. 


16 | RECLASSIFICATION 


The comparative financial statements have been reclassified from the statements 
previously presented to conform to the presentation of the 2004 financial statements. 
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CORPORATE DIRECTORY 


AS AT DECEMBER 31, 2004 


BOARD OF DIRECTORS 


Greg Black 
Bracebridge, Ontario 


Jacqueline L. Boutet 
Montreal, Quebec 


. Alan Chapple 


Toronto, Ontario 


Anthony Friend*, Oc 
Acting Chairman of the Board 
Calgary, Alberta 


Jean-Louis Hamel 
Montreal, Quebec 


_… Barbara Kane 


Halifax, Nova Scotia 


Wendy Kelly 


Regina, Saskatchewan 


Yvon LeBlanc, Q.c. 
_ Bouctouche, New Brunswick 


Marlene McGraw, CA 
Brantford, Ontario 


. Donald Pettit 

Vancouver, British Columbia 
- Timothy Reid 

Toronto, Ontario 

James J. Smith, FCA 
Winnipeg, Manitoba 


*Anthony Friend, Oc, Acting Chairman 
of the Board and Paul Côté, Interim President 


and Chief Executive Officer and Chief 


= Operating Officer are ex-officio members 


of each Committee of the Board 


OFFICERS 


Paul Côté* 


Interim President and Chief Executive Officer 


and Chief Operating Officer 


| Christena Keon Sirsly 


Chief Strategy Officer 


J. Roger Paquette 
Chief Financial.Officer 


Steve Del Bosco 
Vice-President, Marketing 


Mike Greenberg 
Vice-President, Procurement, 
Real Estate and Environment 


Carole Mackaay 
General Counsel and 
Corporate Secretary 


John Marginson. 


Vice-President, Capital Program 


and Business Development 


Denis Pinsonneault 


Vice-President, Human Resources 
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COMMITTEES OF THE BOARD 
Audit and Finance Committee 


Marlene McGraw, CA, Chairman 
Jacqueline L. Boutet 

Anthony Friend,Q.c. 

Jean-Louis Hamel 

Barbara Kane 

Donald Pettit 

James J. Smith, FCA 


Human Resources Committee 


Donald Pettit, Chairman 
Greg Black 

Alan Chapple 

Barbara Kane 

Wendy Kelly 

Yvon LeBlanc, Q.c. 
Timothy Reid 

James J. Smith, FCA _ 


Investment Committee 


Anthony Friend, Q.C., Chairman 
Greg Black 

Alan Chapple 

Jean-Louis Hamel 

Yvon LeBlanc, Q.c. 

Marlene McGraw, CA 


Corporate Governance Committee 


Jean-Louis Hamel, Chairman 
Jaqueline L. Boutet 

Wendy Kelly 

Yvon LeBlanc, Q.C. 

Marlene McGraw, CA 

Donald Pettit 

Timothy Reid 


Nominating Committee 


Anthony Friend, Q.C., Chairman 
Greg Black 

Alan Chapple 

Jean-Louis Hamel 

Barbara Kane 

Wendy Kelly 

Timothy Reid 

James J. Smith, FCA 
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VIA OFFICE LOCATIONS 


Headquarters and Quebec 
3 Place Ville-Marie 
Suite 500 


Montreal, Quebec 


H3B 2C9 
(514) 871-6000 


Postal address 
P.O. Box 8116 
Station A 
Montreal, Quebec 
ÉBGSNS 


Atlantic 

1161 Hollis Street 
Halifax, Nova Scotia 
B3H 2P6 

(902) 494-7900 
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Letter to the Minister 


The Honourable Lawrence Cannon, PC, MP 
Minister of Transport, Infrastructure and Communities, Ottawa 


Dear Minister: 


In accordance with the provisions of the Financial 
Administration Act, we are pleased to submit 
VIA Rail Canada Inc.’s Annual Report for the year 


ending December 31, 2005. 


me oi 


Paul Côté 


President and Chief Executive Officer 
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The Year at a Glance 
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The following key financial indicators and operating statistics summarize the 
performance of the Corporation for the year 2005 with comparative data for 
the years 2001 to 2004. 


| 2005 | 2004 | 2003 | 2002 | 2001 | 

Key financial indicators 
(IN MILLIONS OF DOLLARS) 
Total revenue 289.8 2587 2503 2708 2538 
Cash operating expenses (1) 465.7 443.8 431.4 424.2 416.9 
Capital expenditures 212 20.2 Vie 98.4 146.7 
Government funding: 

Operating 169.0 Pa 181.1 1587 11686 

Capital 0.7 AW? 82.4 103.4 los 


169.7 197.6 263.5 257.1 315.0 


Total Government funding (2 


Key operating statistics (3 


Revenue/Cash operating expenses ratio (%] {11 62.4 58.8 58.5 64.5 CAS 
Total passengers carried (IN THOUSANDS) 4,097 3,887 3,789 3,981 3,865 
Total passenger-miles (iN MILLIONS) 888 851 857 948 921 
Government operating funding 

per passenger-mile {IN CENTS) 19.0 20.8 Ziel 16.2 Wal 
Yield (CENTS PER PASSENGER-MILE) 28.6 28.0 26.8 26.6 25.3 
Train-miles operated (iN THOUSANDS) 6,740 6,771 6,780 6,770 6,665 
Car-miles operated {in THOUSANDS) 48,614 48396 48682 48,262 46,102 
Average passenger load factor (%| 55 53 a) 57 57 
Average number of passenger-miles 

per train-mile 132 126 126 140 138 
On-time performance (%) 81 70 73 84 85 
Number of employees at year-end 3,059 3 027 3,051 3,054 3,013 


11 Cash operating expenses used in the calculation of the Revenue/Cash operating expenses ratio, exclude amortization of 
Property, plant and equipment, reorganization charges, accounting accrual for compensation, un realized gains on derivative 
financial instruments, pension and employee future benefits. 

2| Excludes internal funding from the Asset Renewal Fund of $27.4 million in 2005 and $77 million in 2004 and includes 
a capital funding contribution to the Asset Renewal Fund of $5 million in 2001, 2002 and 2003. 

31 Key operating statistics are unaudited. 
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Corporate Overview 


VIA Rail operates Canada’s national passenger rail service on behalf of the 
Government of Canada. An independent Crown Corporation established in 1977, 
we provide Canadians with a safe, efficient and environmentally responsible passenger 
service, operating year-round to over 450 communities, both large and small, 
including many where rail travel is the only transportation service available. We do this 
by delivering quality service to our customers, by maximizing revenues and controlling 
costs, and by building on the market strengths of passenger rail — one of the safest, 
most reliable and environmentally sustainable modes of transportation available. 


OUR SERVICES, COAST TO COAST 


We operate up to 492 trains weekly on 12,500 kilometres of track, connecting over 

P DEA 4 5 8 
450 Canadian communities. With approximately 3,000 employees, VIA carried 
4.1 million passengers over 888 million passenger-miles in 2005. 


In Western Canada, VIA provides year-round, all-weather intercity transportation, 
including service to remote communities. The legendary Western transcontinental 
train the Canadian” provides service thrice weekly between Toronto and Vancouver. 


In the Quebec City-Windsor corridor, VIA’s trains provide intercity passengers 
with fast, convenient, comfortable and affordable service, downtown-to-downtown, 
between Canada’s largest business centres. 


In Eastern Canada, the Ocean™ runs six times a week between Montreal and 
Halifax, offering its friendly Easterly™ class service from May to October. The 


Chaleur™ makes three trips each week from Montreal through the Gaspé Peninsula. 


In rural and remote areas, VIA operates services designated by the government to 
meet regional transportation needs. 
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VIASs Strategic Plan... 
Moving Forward 


OUR VISION 
At VIA, we will be the Canadian leader of service 


excellence in passenger transportation. 


OUR MISSION 


We will work together to provide travel experiences 
that anticipate the needs and exceed the expectations 
of our customers. 


OUR VALUES 
CUSTOMER FOCUS 


We appreciate and listen to our customers, and we innovate 
to provide the best passenger transportation experience 
at the best value for money. 


RESPECT 


We are human — people who respond with integrity to the 
needs of our customers, to each other and to the people 
and communities we serve. 


PASSION 


We are passionate about passenger rail and the role that 
it can play in the social, economic, and environmental 
development of Canada. 


ni forward 
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Message from the Board 


of Directors 


VIA is one of the most trusted passenger 
services in Canada today. An independent 
survey ranked it number one in the 
transportation industry in 2005 — higher than 
every other company, passenger or freight, 
in the country. 


This trust reflects VIA’s ability to provide good value for money to paying customers, 
to the Canadian taxpayer, and to its shareholder, the Government of Canada. 
Passenger rail served a record number of travellers across Canada in 2005, and VIA 
achieved the highest annual revenue growth in its history. We are recognized for our 
excellent customer service, with 40 per cent of customers reporting that we exceeded 
their expectations. And despite rising charges for fuel and operations, VIA 
improved cost-recovery once again — the overall revenue/cost ratio in 2005 was 
62 per cent, up from 59 per cent in 2004. 


VIA’s performance in 2005 confirms that there is a real need for the kind of transpor- 
tation alternative that rail provides. No other mode of transportation can deliver the 
same kind of safe, year-round, comfortable travel option for Canadian travellers. 


This option is becoming increasingly important to Canadians who are concerned 
about traffic congestion, highway safety, and the environmental consequences of their 
transportation choices. Passenger rail is simply the safest, the most efficient, and the 
most environmentally responsible choice for travel in Canada today. 


However, without clear direction from the Government of Canada and a commitment 
of adequate resources, we must raise serious concerns about the continued success 
of passenger rail. 


‘ As reported in the Leger and Leger Corporate Reputation Study, May 2005. 
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Investment in passenger rail infrastructure and equipment are critical if the 
Corporation is to continue serving Canadians well. VIA and its shareholder, 
the Government of Canada, continue to explore how to best serve this need. The 
level and nature of any such investment requires decisions with respect to the role of 
passenger rail, and clear choices about how VIA can best serve Canada in the future. 


Pending such decisions, VIA has drawn on limited reserves to fund the equipment and 
infrastructure needs which are most critical to the continued viability of its passenger 
services. At the same time, it has become impossible to replenish these reserves, 
given unforeseen negative market conditions, rising operating costs, and operating 
funding levels that have not been adjusted for inflation for many years. 


With delays in capital investment, the Corporation now has almost no resources to 
address infrastructure and equipment needs, or to cover operating shortfalls over 
the coming years. 


Both VIA’s Board of Directors and VIA management are fully committed to working 
with the Government of Canada to achieve its policy objectives for the role of 
passenger rail in public transportation. 


Notwithstanding the above challenges, VIA is well prepared to move forward. Travel 
markets across the country show signs of improving, and the Corporation has an 
exceptional management team and exceptional people — people who have proven 
their extraordinary capacity to provide the best possible service to customers and to 
the taxpayers of Canada. 


The Government appointed nine new members to the Board in 2005. We welcome 
them and extend our thanks to the seven members whose terms ended the same year. 


We are confident that VIA will continue to earn the trust of Canadians, and to meet 
their high expectations for national passenger rail service. 
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Message from the President 


The people of VIA Rail Canada strive to be 
leaders in service excellence in passenger 
transportation. Despite challenges early in 
the year, VIA’s performance in 2005 was one 
of the best yet for the passenger rail service. 


As we entered the year, the Canadian travel industry was still struggling to recover 
from the market downturn that began in 2003. Despite this, by the end of 2005 we 
had increased revenues by $31 million. We reversed the decline in on-time performance 
with one of the best year-over-year improvements ever achieved. And we carried 
more customers than ever — with ridership passing the four million mark for the first 
time in the current network’s history. 


Everyone at VIA helped to make these results possible. Early in the year we developed 
a new Strategic Plan to align all of VIA’s people, energy and resources with what we 
do best — serving our customers. We found new and innovative ways to deliver a service 
that goes beyond business-as-usual, providing a travel experience that anticipates and 
exceeds the high expectations of our customers. We brought new entrepreneurial 
energy to running the business of passenger rail, increasing productivity and value- 
for-money. We renewed our fundamental commitment to provide Canadians with 
a passenger service that is safe, secure, and environmentally sustainable. 


Results in 2005 demonstrate the remarkable fit between rail and the demands of 
travel today. While every mode has its place in the public transportation system, 
Canadians are choosing to travel by rail in record numbers because it provides a 
unique alternative to travel by other modes — efficient and high quality service, comfort 
and security, and year-round reliability, at a reasonable cost. 
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That service will continue to depend on the talents of VIA’s people. Our Strategic 
Plan includes a new focus on those talents, transforming the way we manage human 
resources. This transformation involves a comprehensive review of training programs, 
compensation and performance incentives, and hiring and succession planning to 
ensure that we have the right people, with the right talents, to take passenger rail 
into the future. | 


Of course,-the future of passenger rail also depends on policy direction from the 
Government of Canada. VIA’s management and Board of Directors are actively 
addressing the long-term role of passenger rail in Canada. It is hoped that these 
concerns will be addressed through clear policy decisions with respect to operating 
funding and investment in rail infrastructure and equipment by our shareholder. 


The Board has expressed its confidence in VIA’s management, and a commitment 
to provide sound oversight and a strategic, long-term direction for the Corporation. 


We believe in the value of the service we provide. We believe in the potential of 


passenger rail for the future. And we are committed to delivering the best possible 
service to Canadians, now and in the years ahead. 
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The Year in Review 


In 2005, VIA re-established Canada’s national passenger rail service as a leader in 
passenger transportation. With a strategic plan more precisely focused on customer 
service than ever before, the Corporation made dramatic improvements in ridership, 
revenues and cost-recovery over 2004, matching or exceeding growth in key markets 
and recapturing the year-over-year momentum that rail achieved in recent years. This 
once again allowed the Corporation to return exceptional value to Canadian taxpayers. 


VIA’s momentum was seriously undermined in 2003, when domestic and foreign 
travel in Canada declined significantly due to SARS and a series of natural disasters. 
Recovery for the travel industry as a whole was slow and sporadic at best in 2004, 
and attracting and retaining customers throughout the industry continues to be a 
very high priority. Nevertheless, in 2005, VIA fared well in all regions of the country. 


While it achieved strong year-end performance, the Corporation entered 2005 
facing major challenges. Revenues were lower than anticipated and there were jumps 
in key operating costs, such as fuel, that were beyond the Corporation’s control. 
VIA also began the year with grave concerns about the capacity of the rail infras- 
tructure to sustain efficient train service, and faced continuing uncertainty about 
capital investment, about operating funding, and about the long-term policy 
direction for operating the national passenger rail service. 
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MOVING FORWARD IN 2005 


Early in 2005, VIA’s President and senior executives met with employees to discuss 
these challenges, and to develop a clear strategy for moving forward. These discussions 
identified the need to focus on VIA’s key strength in the marketplace — customer 
service — and to align every aspect of the Corporation’s mission, vision and values 
with this focus on the customer. 

Some 2,100 employees took part in meetings and discussions on VIA’s new Strategic 
Plan, entitled Moving Forward (see page 3). The Moving Forward plan provides a 
renewed focus on customer service, drawing on the creative energy, innovation and 
passion of the entire organization. 


Based on VIA’s vision, mission and values, the plan identifies specific strategic 
goals with respect to safety, people, service, growth, entrepreneurship and the 
environment. These goals confirm VIA’s commitment to the long-term sustainability 
of passenger rail, reinforcing its dedication to improving rail service and meeting 
measurable performance objectives. 


Success in addressing each of these goals was critical to VIA’s success in 2005. 
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afety 


We will provide a safe and secure 
environment for our customers, 


ourselves and the general public. 


Safety and security have become a primary concern for travellers. Heavy traffic and 
congestion on highways, especially surrounding urban areas, have heightened concerns 
about the risks of road travel, and many Canadians are exploring safer alternatives. 
World events have brought security to the forefront of public attention, as 
Canadians seek assurances that their personal security — and the transportation 
system itself — are well protected from the threat of terrorist or criminal activity. 


Passenger rail is widely recognized as a very safe mode of public transportation. 


VIA and all its employees recognize a fundamental obligation to protect the safety 
and security of every customer and every community served by passenger rail. 
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WORKPLACE HEALTH AND SAFETY 
VIA’s commitment to safety is present everywhere in the organization. 


Management, unions and employees work together to ensure that VIA provides all 
employees with a safe work environment. Health and Safety committees monitor 
safety issues and performance at all locations, inspecting facilities, identifying and 
addressing potential safety hazards, and maintaining a high level of safety awareness. 


In 2005, VIA’s Eastern Services Equipment Maintenance team marked a safety 
milestone that sets an example for the entire organization: eight years without a 
single work-related injury requiring time off from the job. VIA also addresses health 
concerns through national health initiatives. At the request of employees, VIA 
conducted an influenza immunization program in the fall of 2005, making flu shots 
universally available on a voluntary basis, free of charge. 


VIA'S SAFETY MANAGEMENT SYSTEM 


VIA developed and implemented a comprehensive Safety Management System in 
2001. The System defines specific rules, procedures, and responsibilities for main- 
taining a safe work environment for employees, and a safe passenger service for 
customers. Since its inception, it has passed three audits by Transport Canada, 
confirming that the Corporation and its employees are following good safety 
management practices. 


Employees at all levels were actively involved in reviewing the Safety Management 
System in 2005, providing essential feedback for continually monitoring and 
refining safety procedures. Safety targets and performance measures have been 
aligned with and integrated into VIA’s business strategy. Health and Safety committees 
review annual safety reports and Safety Management System performance data to 
establish specific objectives for improving workplace safety, and to identify issues 
that require the attention of senior management. 
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In addition, VIA’s management and unions have established two Safety Policy 
committees which provide a national safety perspective, reviewing and recommending 
action on all safety-related activities, national trends and concerns. These committees 
also help to develop and implement VIA’s safety training and awareness programs 
throughout the Corporation. 


As part of the Safety Management System, VIA developed a Hazard Assessment 
and Risk Control Strategy database, which is consulted by managers to identify, 
eliminate or mitigate situations involving risk to employees, customers or communities. 
This database system was thoroughly reviewed and redesigned in 2005. The new 
version will be launched in 2006 and will provide quality assurance for various risk 
assessments, better reports and improved information-sharing throughout the 
Corporation. VIA has also developed a new training program for managers and for 
Health and Safety committees to support the new database. 


PUBLIC SAFETY AWARENESS 


VIA works regularly with the railway industry and communities to raise awareness 
of the need for caution around railway tracks and at level crossings. 


In 2005, VIA collaborated with CN police to hold the Officer on Board program, in 
which a train equipped with track cameras carried new police recruits between 
Montreal and Quebec City, giving them a direct view of the kinds of situations 
locomotive engineers deal with and sensitizing these future police officers to rail 
safety issues. Through the Operation Lifesaver program, VIA’s locomotive engineers 
and managers visited communities across the country, providing information to a 
wide variety of public interest groups, educational institutions and organizations 
concerning railway safety. 
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SECURING THE TRANSPORTATION SYSTEM 


As tragic events in recent years have shown, transportation systems have been targets 
for terrorist activity in other parts of the world. While no incidents have taken place in 
Canada, public concern about transportation security remained high during 2005. 


In working and coordinating with various law enforcement agencies, VIA has 
implemented a wide range of new and enhanced security measures since 2001. 
These include measures to tighten security at train stations, such as the use of 
closed-circuit television surveillance, more controlled access, and the use of police 
and canine patrols. Employee security training and awareness received particular 
emphasis in 2005, with information campaigns, posters and other tools reminding 
all employees to remain vigilant. 


VIA’s Keep an Eye Open program provides front line staff with techniques for 
identifying security risks, while the RCMP’s Jetway program, used at Canadian 
airports, has been adapted with the RCMP’s assistance to improve the observation 
skills and awareness of VIA employees. 


VIA introduced regular security announcements warning passengers at stations not 
to leave baggage unattended, and to alert VIA staff if they should notice unattended 
baggage. In addition, a baggage inspection program has been implemented at all 
staffed passenger rail stations, and passengers are informed that their baggage may 
be inspected at any time. 


To further enhance VIA’s state of preparedness, a Security Management System 


review was undertaken in late 2005. Potential improvements were identified and are 
currently being developed and implemented, including a new Corporate Security Policy. 
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VIA’s security program as a whole will be defined by its Corporate Security Plan. 
This Plan encompasses the new Corporate Security Policy and identifies the actions, 
rules and procedures employees need to follow to protect the Corporation and its 
customers. The Corporate Security Plan is under development. In 2006, VIA will 
integrate its Security Plan into the Emergency Measures Organization, to ensure 
that appropriate systems and procedures are in place to respond quickly to security 
incidents. The Security Plan will then be integrated into the Safety Management 
System, giving the Corporation a single, consistent framework for maintaining 
passenger rail safety and security. 


VIA also developed and tested a new Business Continuity Plan in 2005, which will 
ensure that a potential disruption to the rail network and passenger services can be 
minimized in the event of a security or other disruptive incident. 


Ongoing review of all security measures at VIA is carried out by the Strategic 
Security Planning Committee. Co-chaired by the President and the Chief 
Operating Officer, with representatives from all departments and all parts of the 
passenger rail network, the Committee monitors security issues, identifies 
Opportunities to improve security, and works with partners in the transportation 
industry, law enforcement and intelligence authorities, and government departments. 


VIA’s president participated in a number of panels, convened by the Minister of 
Transport and including industry experts, to discuss security measures implemented 
by each service operator and the need for integrated, industry-wide collaboration in 
maintaining the security of transportation. Collaboration is particularly important 
to VIA, since most of its infrastructure, and many station facilities, are shared with 
others. Following a risk assessment of VIA security by counter-terrorism experts, 
VIA is discussing shared security issues with CN, GO Transit, Toronto Terminal 
Railways, and others. 
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People 


We will work together to create 
an environment that promotes 

a passionate commitment to 
realizing our vision and to VIA’s 


business success. 


The success of passenger rail is based on VIA’s ability to provide customers with 
something more than transportation: a travel experience that sets rail apart. Every key 
goal for the Corporation — revenue growth, enhanced train services, improved 
cost-recovery, and continued progress towards financial self-sufficiency — depends 
on this ability. And that ability depends on creativity, innovation, and caring — the 
fundamental human talents that people bring to the job. 


This is evident in VIA’s success in 2005. Virtually every service improvement 
discussed in this annual report is the direct result of suggestions contributed by 


VIA employees. 


In the future, efforts to engage, recognize, value and reward talent will become more 
critical than ever before. Throughout 2005, VIA took concrete steps to make these 
efforts a meaningful part of its business strategy, and an integral part of day-to-day 
business practices. 
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VALUING EMPLOYEE OPINIONS 


A major step was the development of the Moving Forward plan itself. An unprecedented 
number of employees had the opportunity to influence the framework that will 
guide the Corporation into the future. When VIA’s executives and senior management 
met with employees in 2005, the dedication of VIA’s people was very clear. They are 
committed to excellence in passenger rail, to performing their jobs well, to improving 
rail services, and to the success of the Corporation. That commitment is reflected in 
the Strategic Plan. 


The Corporation’s effort to engage and listen to employees is also evident in the 
results of employee opinion surveys. For example, the 2005 survey showed that internal 
communications, especially between senior management and staff, had improved 
significantly. This reflects VIA’s on-going efforts to discuss the Corporation’s 
vision, mission and values, to keep employees informed about business challenges, 
and to provide better feedback on both individual and corporate performance. 


Regular employee opinion surveys have proven to be a valuable tool to help create an 
environment where people feel empowered to influence the success of the 
Corporation. For example, the VIA uniform was fine-tuned in 2005 in direct 
response to employee feedback. New and modified garments and a more efficient 
allotment system are being implemented in 2006. 


Departmental managers met with their staff to discuss the 2005 employee survey 
results, and each department developed action plans based on the feedback provided. 


MANAGING VIA'S TALENT 


VIA is transforming the role of people management within the organization to 
ensure a more strategic focus on developing the talent of VIA’s people, and aligning 
that talent with the strategic goals of the Corporation. 


The goal of this transformation is twofold. The first is to ensure that VIA has the 
people with the right knowledge, skills and experience to sustain the long-term 
success of the Corporation. VIA’s involvement in an executive development program 
at McGill University attests to this commitment. Strategic talents are identified | 
to participate in the Advanced Leadership Program, where as a group they make 
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concentrated progress on a complex issue identified as essential for the organization. 
VIA’s customer focus philosophy was developed and implemented out of the 
enriched international working environment offered by this program. 


The second major goal is to further strengthen VIA’s human resources. Its people 
are the foundation for VIA’s.competitive advantage in the marketplace. The processes 
of hiring, training, promoting and rewarding talent are all being more precisely 
managed to create an organization where every individual can succeed by directing 
their creativity and innovation towards the success of passenger rail. 


This realignment of people management is a long-term undertaking, and VIA made 
substantial progress in 2005. A range of new e-Learning tools have been developed, 
giving employees convenient access to well-designed learning modules, focusing on 
skills that are linked to corporate objectives. VIA also began to identify and define 
corporate competencies that are essential to the Corporation’s business strategy. 
These will provide the basis for future training and career development programs, 
hiring practices, and succession planning. 


VIA has developed and reviewed a comprehensive succession plan which identifies key 
talent gaps the Corporation will face in the future, as more employees approach 
retirement. Development plans are being prepared for individuals within the company 
to fill these gaps, and priorities established for bringing new talent into the organization. 


REWARDING PERFORMANCE 


VIA has realigned total compensation programs for management personnel to 
ensure that it is both competitive with industry standards and effective in achieving 
corporate objectives. Cash compensation programs are closely linked to performance, 
and a flexible benefits plan will be introduced in 2006 in order to better meet the 
needs of VIA’s new and current workforce. 


The performance management system, used by managers to set annual objectives, 
to measure progress and to reward performance, has also been refocused to ensure that 
individual and departmental objectives are always clearly aligned with the strategic 
goals of the Corporation. The performance management system will include a process 
for self-assessment against corporate competencies in 2006, to support the strategic 
development of VIA’s talent. 
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Service 


We will consistently provide our 
customers with excellent travel experiences 


that exceed their expectations. 


Customer service is at the very heart of passenger rail, and it is the heart of the 
Moving Forward plan. VIA’s consistent success in the marketplace is the direct 
result of a commitment to continually refine passenger rail services to enhance the 
customer s experience, and to deliver that service efficiently, with care and attention 
to the needs of each customer. 


Passenger services are developed and delivered by VIA’s regional, cross-functional 
service teams in Western, Central and Eastern Canada. These teams work closely 
with the customers, businesses and communities they serve to ensure that VIA’s 
operations reflect and respond to the unique needs of regions across the country. 


As a federal institution, VIA plays an important role in promoting Canada’s linguistic 
duality. VIA demonstrates daily its commitment to offer clients quality services, 
including in their preferred official language. 


Regional service teams, and all VIA employees, have made service excellence a key 
focus of VIA’s business strategy, and earned exceptionally high ratings from 
customers in 2005. In fact, 97 per cent of customers said that VIA met or exceeded 
their expectations during the year — 57 per cent said VIA met their expectations 
and, for the second consecutive year, 4.0 per cent said that VIA exceeded them. 
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IMPROVING SERVICE DELIVERY 


A number of initiatives helped to strengthen VIA’s focus on the customer and 
improve service delivery. Managers increased their on-board presence by riding the 
trains more frequently, and all employees were given the opportunity to experience 
VIA service themselves in order to gain a better understanding of the customer s 
perspective. A new monthly “Customer Focus” newsletter provides all employees 
with real life examples of service excellence and underscores the impact of good 
customer service on VIA’s performance. 


VIA has increased its emphasis on “soft skills” in serving customers. Deportment, 
communication, interpersonal skills, planning and organization are essential in shaping 
a positive travel experience for travellers. These are now more clearly identified and 
measured in employee performance reviews. 


Self-service options for making travel arrangements and purchasing tickets continue 
to be very popular. In the last two years web sales have almost doubled, reaching 
$68 million in 2005 and amounting to 27 per cent of VIA’s sales revenues. VIA has 
begun a comprehensive review of its web site and online reservation systems to make 
the process even easier for customers. VIA is also reviewing the placement of its self- 
service ticketing kiosks in key locations throughout the Quebec City-Windsor 
corridor, to ensure that customers have the best possible access to this service. 


REFINING WESTERN SERVICES 


VIA’s Western transcontinental train, the Canadian, celebrated 50 years of service in 
2005. In addition to providing basic, year-round transportation between Toronto 
and Vancouver, the Canadian supports Canada’s tourism industry by attracting 
high-yield travellers with its world-renowned Silver ¢ Blue” class service. 


In 2005, the Western Services carried out a complete review of Si/ver € Blue to | 
identify ways to update, refine and improve the experience of customers. They identified 

25 specific ways to enhance service, and implemented eight of these during the year, 

including adjustments to staff training, telephone confirmations of bookings and | 
signage enhancements. Additional improvements will be introduced at the start of 

the 2006 summer peak season. 
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IMPROVED SCHEDULES IN THE CORRIDOR 


VIA’s Corridor-East and Southwestern Ontario Service Teams carried out extensive 
consultations with customers, communities and major employers to find the best way 
to fine-tune train departure and arrival times in the Quebec City-Windsor corridor. 


For example, in the Corridor-East, morning trains between Montreal and Quebec 
City now depart earlier to accommodate customers travelling to attend business 
meetings, and some Montreal-Ottawa trains have been extended to Ottawa’s suburban 
Fallowfield station, eliminating the need for many customers to travel into the 
city centre. 


In Southwestern Ontario, both the morning and evening trains from Sarnia to 
Toronto now leave slightly later, providing better connections with trains at both 
London and Toronto. The late evening Toronto-Kitchener train now provides 
through-service to London. Based on numerous requests from students, VIA also 
launched an additional train, on Friday nights, from London to Toronto via Brantford. 


SERVING MARITIME TRANSPORTATION AND TOURISM 


In response to regional transportation and tourism partners’ demand for high-quality 
services in Eastern Canada, VIA launched an enhanced seasonal product on the 
Ocean, which runs between Montreal and Halifax. The new Easterly class service 
was developed in consultation with customers, staff, local governments and the 
tourism industry throughout the region. 


This authentic, interactive rail tour offers a complete Maritime learning experience, 
with customers participating in a variety of on-board activities. Entertainment and 
educational content is tied to regional culture, history and geography, and the dining 
experience reinforces the cultural connection, with regionally-inspired cuisine and 
animated personal service. Inclusive meals and themed cars add further value to this 
enhanced first-class experience. 
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Response to the new Easterly class after the first year of operation was extremely 
positive. Customer satisfaction ratings on this route improved significantly, reaching 
8.4 out of 10, with the dining experience and the learning component receiving even 
higher marks. Interest in this product remained high throughout its first season, 
and an increase in traffic is expected in the year ahead. 


In 2005, the new Easterly operated from June through October; in 2006, it will be 
available from May through October, with further enhancements under development. 


After an initial adjustment period, customer reaction to the Renaissance cars on the 
Ocean has been positive. In response to customer feedback, a number of modifications 
are underway to improve heating systems, to provide more flexible seating arrangements 
in the coach cars, and to add additional luggage racks for customer use. 


VIA’s Eastern Service Team has been meeting with local associations to enhance 
the value of rail passenger service to the region. One initiative, spearheaded by Halifax 
and Moncton front-line employees, was a Remembrance Day train in November. 
Launched by an honour guard and greeted en route by crowds of well-wishers, the 
service brought veterans and their families from Halifax to Ottawa to take part in 
Year of the Veteran Remembrance Day ceremonies in the nation’s capital. 
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ON-TIME PERFORMANCE 


On-time performance — VIA’s ability to get customers to their destination at the 
scheduled time — is one of the most critical factors affecting customer satisfaction. 
In 2005, VIA raised on-time performance to 81 per cent, 11 percentage points higher 
than in 2004. 


This follows a number of years in which performance was declining, due largely but 
not exclusively to the challenges of mixed passenger/freight operations on existing 
tracks. CN owns most of the track and infrastructure used by VIA’s passenger trains. 
In recent years freight traffic has increased, and freight trains have grown longer. 
Both developments impact VIA’s operations, limiting capacity for higher-speed 
passenger service and causing frequent delays for passenger trains. 


VIA and CN executives maintain ongoing discussions to identify opportunities for 
improving on-time performance. The improvements achieved in 2005 are the result 
of joint efforts at various levels of both organizations. Train delays are tracked daily 
and reviewed every morning to identify the cause of delays. In some cases, VIA is 
able to solve the problem on its own. In other cases, delay issues are raised in weekly 
meetings with CN managers to identify causes and find solutions. 


In 2005, VIA re-opened its Toronto Maintenance Centre service shop, which had 
been closed in 1997. This has improved equipment cycling efficiency for trains in 
the Corridor and will provide better support for on-time performance issues related 
to equipment maintenance. 


While these efforts brought improvement, infrastructure challenges and limitations 


will need to be addressed to provide lasting solutions and to increase capacity and 
speed for passenger services in the future. 
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LEE" 


Growth 


We will seize opportunities to offer 
innovative products and services in all 


markets that we serve. 


VIA is recapturing the momentum for growth in passenger rail achieved in the 
decade before 2003. Record increases in both ridership and passenger revenues were 
achieved in 2005. 


Much of this success is due to the customer focus framed by the Moving Forward 
plan. Improved on-time performance alone has helped recapture customers who 
were frustrated with delays in the past. Service improvements, such as more responsive 
frequencies and schedules, have made rail travel a more attractive option for new 
customers. As just one example, the reorganization of departures on Toronto- 
Sarnia trains has increased ridership by six per cent, while revenue on this service 
has grown by 13 per cent. 


In addition, VIA has focused on capturing new markets and customers through 


effective marketing and pricing strategies, marketing partnerships, and innovative 
products that distinguish passenger rail in the marketplace. 
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MORE FLEXIBLE FARE STRUCTURE 


VIA introduced Flexi Fares to provide customers with a more flexible fare structure, 
to increase choices for customers, and to eliminate complex restrictions on booking 
discount fares. This new pricing structure is simpler to understand, resembles that 
offered by other passenger services, and responds to the growing trend among 
customers to book seats closer to their desired departure date. 


In order to make rail travel more accessible to seniors, VIA offers the Seniors’ 
Companion Fare during the shoulder and off-peak season on Western and Eastern 
services, whereby seniors can take advantage of the standard seniors’ discount and 
get a free companion ticket in Comfort class. The Kids Travel Free program provides 
an attractive option for family travel. And in September, VIA introduced gift cards 
in fixed denominations of $25, $50 and $100, as well as a flexible value gift card that 
is reloadable, encouraging reuse. 


STRATEGIC PARTNERSHIPS 


Strategic marketing and promotional partnerships with other service providers have been 
effective tools for increasing VIA’s attractiveness and availability to new customers. 


For example, the AIR MILES® Rewards Program now encourages its members to 
exchange their reward miles for VIA gift cards, which can be redeemed for rail travel. 
This program was launched in September 2005, and sales in the first four months 
exceeded expectations. Similar partnership opportunities are being explored with 
other programs and organizations. VIA’s agreement with Expedia Canada, allowing 
customers to make hotel and rental car reservations directly from VIA’s web site, 
continues to generate steadily increasing commission revenues for the Corporation. 


Intermodal partnerships are another opportunity to attract new customers. VIA has 
partnered with WestJet to offer a seamless rail/air travel experience, and has integrated 
rail operations with bus services at its Halifax and Miramichi stations. The 
Corporation is currently exploring options with the City of Guelph to establish an 
inter-regional transportation centre at the Guelph passenger station. 
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NEW PRODUCTS AND SERVICES 


In 2005, VIA completed a very encouraging pilot project offering Wi-Fi capabilities, 
or wireless Internet access, to VIA / customers in the Quebec City-Windsor corridor. 
This kind of service enhancement attracts business customers who appreciate the 
opportunity to make productive use of their travel time, playing to the unique 
strengths of passenger rail in the marketplace. The project was a resounding success, 
and in 2006 Wi-Fi service will be expanded and offered on all trains and in select 
stations in the Corridor. 


VIA offered customers the use of the Glenfraser lounge car on selected departures to 
Niagara Falls in 2005, and feedback on the experiment was enthusiastic. The 
Corporation is evaluating the potential revenue benefits of providing lounge car service 
on these trains, and between Montreal and Toronto, on a seasonal basis. 


VIA is also exploring opportunities to increase ridership by re-deploying fleet 
capacity to key growth markets. For example, in 2005 VIA discontinued the seasonal 
Bras d'Or” tour service in Nova Scotia, which had been unable to recover from 
declining tourism since 2003, and also discontinued its overnight service between 
Montreal and Toronto. At the same time, VIA introduced a 13-week additional 
frequency for the Niagara Falls-Toronto service, and the service will be available for 
a 20-week period in 2006. VIA is now considering options for adding weekly, seasonal 
or special theme trains in other markets. 
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Entrepreneurship 


We will become increasingly self-sufficient 
by continually improving productivity 
and increasing the revenue/cost ratio on 


all train services. 


Cost-recovery for passenger rail operations has improved dramatically — by more 
than 120 per cent — over the past 15 years. While results in 2003 and 2004 were less 
than satisfactory, cost-recovery rose back to 2002 levels in 2005. Revenue growth 
was a key component in this success, and efforts to increase productivity and 
develop new, cost-effective business partnerships have also played an essential role. 
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PRODUCTIVITY INITIATIVES 


Employees at VIA have demonstrated their commitment to controlling costs, and 
recognize the importance of increasing the financial self-sufficiency of passenger 
rail operations. This goal has been newly incorporated into VIA’s performance 
management and incentive programs, which are designed to encourage and reward 
good revenue performance and effective cost controls. 


Technology has been an important tool for increasing productivity. Automated and 
online services have proven to be the most cost-effective way to manage reservations, 
and to provide customers with travel information. Self-service ticketing kiosks in 
the Quebec City-Windsor corridor, and customer self-service through VIA’s web 
site, contributed significantly to reduced costs in 2005. 


VIA is undertaking a comprehensive review and redesign process for its web site, to 
make it more convenient and efficient for customers to locate information and make 
travel reservations. And online booking tools are being developed to enable major 
corporate customers to administer their travel programs directly with VIA. 


VIA also introduced automated billing and settlement for [ATA-affiliated travel 
agencies, which has encouraged large numbers of agents to move their bookings 
online. More and more travel agencies are using the VIA Agency Web Portal to 
book train trips for their clients — sales through this portal increased from $2.8 million 
in 2004 to $9 million in 2005. 


Technology is also helping to increase productivity at VIA’s Telephone Sales 
Offices. An automated call monitoring and reporting system allows managers to 
measure agent performance against clearly defined objectives, analyze performance 
statistics, and devote more time for personal coaching and training of staff. A workforce 
management system has improved demand forecasting and performance management, 
and allowed for optimal, cost-effective staff scheduling. 
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Following improved telephone sales systems and online services, VIA closed its 
Toronto Telephone Sales Office in 2005. This has resulted in cost-savings, while 
consolidated operations in the Montreal and Moncton facilities will ensure continued, 
high-quality service. 


PRODUCTIVE PARTNERSHIPS 


Partnerships are an effective way to develop new or enhanced service for customers, 
while minimizing VIA’s direct costs and associated business risks. 


On-board wireless Internet access is a prime example. Wi-Fi service in VZA 1 class is 
provided by Parsons Transportation Group, one of the world’s largest engineering 
firms with transportation and communications expertise. Parsons recognized the 
potential for growth in this area and made a long-term commitment, assuming the risks 
and costs of providing the network and equipping VIA’s trains with the technology. 
In return, the firm benefits through fees-for-use paid by the passenger. At the same 
time, VIA attracts and retains more customers, particularly business travellers, 
by offering them a popular service that adds considerable value to their travel time. 


On selected train departures from Toronto to Niagara Falls, on-board activities, 
wine sampling and cheese tasting were offered to customers free of charge and at no 
cost to VIA. These activities were organized by partners to promote their own products 
and services, while enhancing the travel experience for VIA’s customers. 


Partnerships with tour operators, tourism agencies and associations remain an 
important means for VIA to help develop Canada’s tourism industry, while sharing 
the development and marketing costs of reaching tourists overseas. For example, 
the Canadian tour operator Brewster provides VIA with marketing services in 
China, one of the biggest emerging markets for travel to Canada. VIA benefits 
from Brewster’s international expertise, while gaining access to a key market at a 
reasonable cost. 


ENTREPRENEURSHIP VIA Rail Canada 2005 | 33 


Environment 


We will actively structure our operations 
to meet the needs of our customers 

in an environmentally sustainable and 
responsible manner, while contributing 


to Canada’s commitment to the Kyoto accord. 


VIA is a transportation leader in environmental performance, and environmental 
goals have been integrated into VIA’s business for a number of years. These 
goals continue to be a priority in the Corporation’s Moving Forward plan. VIA's 
Environmental Policy, supported by the Environmental Management System, 
is ingrained in the company’s day-to-day business practices. 


Passenger rail is already recognized as one of the most environmentally sustainable 
modes of public transportation available today. VIA believes that there is enormous 
potential for enhancing rail’s contribution to environmental protection in Canada, 
by continually improving current operations and by expanding rail services as an 
environmentally responsible travel choice for Canadians. 
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REDUCING GREENHOUSE GAS EMISSIONS 


Greenhouse gas (GHG) emissions are a primary cause of global warming, and 
transportation is one of the major sources of these emissions. Since 1990, VIA has 
succeeded in reducing fuel consumption by 25 per cent per passenger-kilometre, 
thereby reducing GHG emissions by 13 per cent. This reduction is more than double 
Canada’s commitment to the Kyoto target of six per cent by 2008-2012, using 1990 
as a base year. 


Significant reductions were achieved by modernizing VIA’s transcontinental 
equipment in the 1990s, and through the purchase of 21 new cleaner-running 
locomotives in 2001. At the same time, VIA has continually worked to manage the 
entire fleet more efficiently, and increase its productivity. For example, while fuel 
consumption is down significantly, VIA has increased passenger-miles per train — quite 
literally, doing more with less. 


Current emission reduction strategies focus on improving both the equipment and 


technology VIA uses, and VIA’s efficiency in operating that equipment. 


In 2005, VIA began work on a prototype for rebuilding the engines of its older 
F-40 General Motors locomotives in order to meet the highest North American 
environmental standards for rebuilt engines. Separate generators for on-board 
amenities will be installed to allow the main engine to operate more efficiently, and 
an electric engine heating system will be installed to allow engines to be shut down 
even in the coldest winter temperatures, where ground-based electric power is 
available. An automatic start-stop system will allow engines to shut down year- 
round where no trackside power is available, by automatically restarting when the 
engine temperature gets too low. 


These new systems will reduce the time engines spend idling at stations, and allow 
for more energy efficient heating during layovers. VIA is also working with General 
Electric to equip the newer General Electric P-42 locomotives with the layover 
heating and start-stop systems. 
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VIA is planning to overhaul the electrical systems in our older LRC cars by converting 
to more efficient and longer-lasting LED lighting where possible, using new 
high-efficiency motors to operate doors and other systems, and installing 
new microprocessor controls for heating and cooling systems. Curtains will also 
be installed in all cars to reduce the need for air-conditioning in the summer. 


GREEN BUSINESS PRACTICES 


While train emissions are a major focus of VIA’s environmental efforts, the 
Corporation is committed to operating all aspects of its business in an environmentally 
responsible manner, introducing reduce, reuse and recycling strategies throughout 
its operation. An on-board recycling program has been fully implemented on all 
trains in Western Canada and the Corridor, and will soon be implemented on 
Eastern services. In December 2005, VIA received the Environmental Protection 
Award from the Railway Association of Canada for a new component of this recycling 
program, VIA’s textile recovery and recycling initiative. Under this initiative, VIA 
recovers old uniforms and damaged linen from its operations and donates these for 
reuse to charitable organizations. 


The Corporation is also increasing its emphasis on purchasing environmentally 
friendly products and services when dealing with suppliers, and is currently working 
with suppliers to reduce waste generation from materials such as packaging. As an 
example, VIA’s Annual Report and national timetables are printed on paper produced 
in an environmentally responsible manner. 


VIA employees formed three new Green Teams in 2005, bringing the total to 10. 
Through voluntary participation in these Teams, employees develop environmental 
initiatives in their own workplaces and communities, while helping to educate 
Canadians about the environmental consequences of transportation and the 
advantages of rail. They are making a difference in the most direct way possible 
— through individual action. 
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VIA’s Green Teams organized a wide range of activities in 2005, including Earth 
Day celebrations across the country, and VIA’s participation in Car Free Day in 
Montreal. Employees were also invited to take part in Transport Canada’s “One 
Tonne Challenge,” which encouraged Canadians to reduce emissions generated by 
their personal activities by one tonne in 2005. 


INCREASING AWARENESS AND CHOICE 


VIA’s most important contribution to environmental protection in Canada is to provide 
Canadians with an efficient and environmentally responsible choice in transportation. 


A full 50 per cent of personal greenhouse gas emissions in Canada come from the 
use of private cars, and passenger rail is a mode of transportation with the capacity 
to divert significant travel away from cars. The potential to reduce total transportation 
emissions by increasing the use of passenger rail further in the future is significant. 
This depends on VIA’s ability to provide faster, more frequent rail service, to make 
rail travel more convenient for people to use. And to a large extent, this requires new 
investment in equipment and infrastructure — equipment that can run faster, and 
infrastructure that can handle both higher speeds and more trains safely. 


VIA is exploring investment options which would allow modest but significant 
improvements. The Corporation has prepared a medium-term investment plan for 
the Government’s consideration, which could allow VIA to divert scores of car trips 
to passenger rail — considerably reducing annual overall transportation GHG emissions. 


38 1 VIA Rail Canada 2005 THE YEAR IN REVIEW 


Corporate Governance 


Following a year of transition in VIA’s leadership, the Government of Canada 
appointed Mr. Paul Côté as President and Chief Executive Officer of the 
Corporation on February 1, 2005. The Government also filled many of the existing 
vacancies on VIA’s Board of Directors, appointing nine new members to the Board 
in 2005. The Government has not yet named a new Chairman of the Board. 


The Corporation and its Board of Directors are committed to principles of good 
governance within the framework of the governance program introduced in 2003 
and fully implemented in 2004. Training and orientation for the new Board members 
began in 2005, focusing on their roles and responsibilities in directing a Crown 
Corporation. Additional orientation sessions will take place in 2006. 


CODE OF CONDUCT 


VIA implemented a clear Code of Conduct for all of its employees in 2005, in 
anticipation of federal legislation. 


This Code of Conduct supports the Corporation’s core values and confirms VIA’s 
dedication to maintaining a work environment that fosters respect and integrity. 
It is a formal statement of VIA’s values and business practices, and a promise to 
serve Canadians with the highest standards in ethical behaviour and customer service. 
All management and unionized employees are required to complete a training 
course related to the new Code. 


VIA has also retained the services of an independent, third-party Compliance 


Officer, ensuring that VIA employees are free to raise concerns about VIA operations 
with the assurance that those concerns will be recognized and resolved fairly. 
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Management Discussion 


and Analysis 


This discussion and analysis presents data and comments on the Corporation’s 
financial position and results of operations for the year 2005. It should be read in 
conjunction with the Financial Statements, which follow. 


OVERVIEW OF FINANCIAL RESULTS 


VIA delivered exceptional financial results in 2005, continuing and surpassing its 
strong financial performance in 2004. Despite the pressures of turbulent travel 
markets and rising operating costs, the Corporation considerably reduced its net 
operating deficit, both as compared to budget and to 2004. 


This exceptional performance reflects a significant increase in passenger revenues, 
and revenue from a one-time recognition of capital gains in VIA’s Asset Renewal 
Fund investment portfolio. Total revenues in 2005 hit an all-time high of 
$289.8 million. This is $26.2 million (or 10 per cent) higher than budget and 
$31 million (or 12 per cent) higher than 2004. 


Higher revenues more than offset higher than expected operating expenses, 
enabling the Corporation to end its financial year with an operating deficit of 
$175.9 million. This represents a substantial reduction of $14.9 million (or eight 
per cent) compared to budget and $9.2 million (or five per cent) compared to 2004. 


Annual operating funding for passenger rail from the federal government has been 
frozen at $169 million since 1999. The Corporation must use its internal resources 
(the Asset Renewal Fund) to make up the difference between government funding 
available and the actual funding required. Due to the excellent financial results, 
VIA was able to reduce its 2005 funding shortfall, and therefore the amount of 
funding required from the Asset Renewal Fund, to $6.9 million. This is $14.9 million 
(or 68 per cent) better than anticipated. 
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REVENUE AND RIDERSHIP 


Both revenue and ridership exceeded budget targets in 2005. This growth is particularly 
significant given the uneven performance of the Canadian travel market as a whole, 
with some key international markets experiencing no growth during the year. 


Following the JetsGo bankruptcy in March, VIA benefited from a surge in domestic 
market demand, including a high percentage of new rail users. Flexi Fares, introduced 
earlier in January, helped VIA to retain these new customers by offering simplified, 
more flexible purchase options. Flexi Fares also produced higher yields compared to 
2004 and Dre usage of capacity. 


A fare adjustment introduced at mid-year, largely to offset higher energy costs, had 
no negative effect on demand, as airlines had already increased fares. 


Overall, revenue per passenger-mile increased to 28.6 cents, over two per cent higher 
than 2004. Passenger revenues increased $15 million over 2004, exceeding budget 
targets by over six per cent. Passenger-miles, at 888 million, grew over four per cent 
as a result of strong Corridor ridership and recovery of long-distance travel markets 
in Eastern and Western Canada. Ridership reached 4.1 million passenger trips in 
2005, a record for the current passenger rail network. 


While facing revenue challenges in the first part of the year, VIA met and exceeded 
targets as of mid-year. Beginning in September, passenger revenue growth accelerated 
significantly. Between September and December, passenger revenues increased by 
over nine per cent and passenger ridership grew by approximately six per cent as 
compared to 2004. Comfort class experienced both strong revenue and ridership 
growth in 2005. VIA 1 and sleeper classes recorded revenue growth, but only 
minimal ridership increases. 
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OPERATING COSTS 


Total operating costs in 2005 were influenced by a number of one-time and recurring 
factors, which caused expenses to exceed budget by $11.5 million, or three per cent. 
Compared to 2004, total operating expenses increased by five per cent. 


Rising fuel prices were a major source of increased costs. However, the negative 
effects on VIA’s financial results were attenuated somewhat in 2005 by the use of 
fare adjustments and hedging techniques, which sheltered the Corporation from the 
full impact of increases in the price of oil. 


Changing financial conditions affecting the pension plan for VIA’s unionized 
employees also influenced operating costs, and will continue to do so in the years to 
come. As required by the /ncome Tax Act, the Corporation did not contribute to the 
unionized plan for a number of years. VIA resumed contributions in 2005 as a result 
of the deteriorating financial position of the plan. These unplanned contributions 
started during the second half of the year and totalled $5 million. 


In addition, accident costs and provisions for third party claims jumped in 2005, 


exceeding budget by $4 million. 


The overall increase in operating costs masks the impact of the Corporation’s stringent 
control of costs. Despite rising fuel prices and cost increases associated with poor 
on-time performance on the Western and Eastern long-haul services, costs for train 
operations — including fuel, maintenance material, and station and property expenses — 
were below budget for 2005, but nearly $10 million more than last year. Marketing 
and sales expenses, as well as on-train product costs, were up versus last year and 
higher than budget, but this is due to higher passenger volumes and revenues. 
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CAPITAL EXPENDITURES 


At the present time, the government has approved no new capital funding for 
passenger rail. VIA is thus obliged to use the internal Asset Renewal Fund not only 
to satisfy its capital requirements but to cover operating funding shortfalls as well. 


VIA originally planned to spend $32.4 million on capital expenditures in 2005, 
funded almost entirely through the Asset Renewal Fund. Actual spending for 
2005, however, totalled only $21.2 million, which is $11.2 million less than planned. 


This under-spending is in part a reflection of VIA’s prudent management of its 
scarce capital resources. The continued absence of an expected government decision 
to approve new capital funding for 2006 left VIA at risk of having no capital funding 
in that year. Therefore, VIA decided to revise its 2005 capital spending plans so as to 
reallocate some of its remaining Asset Renewal Funds to 2006 to provide for a 
minimal level of capital investment in that year. This involved the cancellation of 
planned projects to permit the transfer of $5 million dollars of capital funding from 
2005 to 2006. 


ON-TIME PERFORMANCE 


VIA achieved a substantial improvement in on-time performance for the first time 
in the last four years. Overall on-time performance reached 81 per cent for 2005, an 
II percentage point improvement over 2004. This is one of the best gains in VIA’s 
history. Most notable were improvements achieved over the Christmas period and 
during the difficult winter months. 


VIA tracks delay minutes and distinguishes between those caused by its own operations 
and those attributable to infrastructure owners or other third parties. As such, VIA 
addressed critical problems in areas under the Corporation’s direct control, such as 
equipment maintenance and passenger handling. Equipment maintenance delays 
for the Quebec City-Windsor corridor decreased 18 per cent compared to 2004, and 
Passengers experienced fewer service disruptions related to mechanical failures. 
Another factor contributing to improved performance was the efforts of the Customer 
Service department, which achieved a 31 per cent reduction of non-mechanical delay 
minutes compared to 2004. 
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The Western transcontinental service suffered a significant rise in CN-related delays 
for a second consecutive year. Delay minutes increased by 38 per cent over 2004, 
resulting from a combination of increased freight congestion and derailments. 
Some delays resulting from track congestion are due to a major undertaking by CN 
to increase the capacity of its sidings, which will continue into 2006. VIA is working 
closely with CN to minimize delays resulting from such work projects, which will 
ultimately improve on-time performance. 


The Eastern transcontinental service faced challenges of its own. On-time performance 
fell eight percentage points from 2004. Shortline railway delays more than doubled 
during 2005 as result of a need for reduced speed. 


OUTLOOK FOR 2006 


VIA is confident that it will sustain and further improve a high level of performance 
for passenger rail in 2006. The Conference Board of Canada predicts that travel in 
Canada will grow by 2.6 per cent, roughly in line with industry growth during 2005. 
VIA expects to match or exceed this rate of growth, by continuing to focus on 
customer service and the key goals set out in the Moving Forward plan. 


With the prospect of continued increases in basic operating expenses, VIA will 
maintain rigorous cost controls, explore new opportunities to improve productivity, 
and capitalize on new market opportunities. Efforts to enhance web-based marketing 
and sales options and other technologies will respond to growing demand from 
customers, while further reducing distribution costs. Efforts to increase ridership 
will focus on fine tuning existing services, managing capacity in off-peak periods, 
and exploring opportunities to re-deploy fleet capacity in markets that show long-term 
growth potential. 


While VIA enters 2006 with confidence, the Corporation remains very concerned about 
the financial stability of Canada’s passenger rail service, and prospects for maintaining 
a quality service in the longer-term. While operating costs are rising substantially, 
operating funding for the service remains frozen at 1999 levels, creating a significant 
funding shortfall. VLA has managed to cover this shortfall by using funds intended 
for capital investment, but those funds will be exhausted by the end of 2006. 
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Capital investment, in turn, has been postponed, pending decisions from the federal 
government with respect to the future role of passenger rail in national transportation. 
Indefinite delays in critical investment will affect the performance of passenger rail, 
and ultimately its viability as a service to Canadians. 


VIA will make every effort to continue improving the on-time performance of 
passenger rail, which depends largely on the infrastructure owned by freight 
railways. Cooperation between VIA and CN to address capacity issues has achieved 
excellent results, and will continue. However, it is clear that long-term solutions 
with respect to infrastructure will require investment to increase capacity, and to 
improve infrastructure owned by shortline operators. 


VIA will continue to work closely with the Government of Canada to explore a long- 
term vision for the future of passenger rail, and options for investing in that future. 
The Corporation is confident that, with a clear vision in place, passenger rail will 
continue to be a relevant and cost-effective transportation service for Canadians. 


MANAGEMENT DISCUSSION AND ANALYSIS VIA Rail Canada 2005145 


Financial 
Statements — 


Management's 
Responsibility Statement 


YEAR ENDED DECEMBER 31, 2005 


Management of the Corporation is responsible for the preparation and integrity 
of the financial statements contained in the Annual Report. These statements have 
been prepared in accordance with Canadian generally accepted accounting 
principles and necessarily include certain amounts that are based on management's 
best estimates and judgement. Financial information contained throughout the 
Annual Report is consistent with that in the financial statements. Management 
considers that the statements present fairly the financial position of the Corporation, 
the results of its operations and its cash flows. 

To fulfill its responsibility, the Corporation maintains systems of internal 
controls, policies and procedures to ensure the reliability of financial information 
and the safeguarding of assets. The internal control systems are subject to periodic 
reviews by Samson Bélair/Deloitte & Touche, general partnership, as internal auditors. 
The external auditors, the Auditor General of Canada and Ernst & Young LLP, 
have audited the Corporation’s financial statements for the year ended December 31, 
2005, and their report indicates the scope of their audit and their opinion on the 
financial statements. 

The Audit and Risk Committee of the Board of Directors, consisting primarily of 
independent Directors, meets periodically with the internal and external auditors 
and with management, to review the scope of their audits and to assess reports on 
audit work performed. The financial statements have been reviewed and approved by 
the Board of Directors on the recommendation of the Audit and Risk Committee. 


fc cr (em 


Paul Côté J. R. Paquette 


President and Chief Executive Officer Chief Financial Officer 


Montreal, Canada 
February 8, 2006 
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Auditors Report 


TO THE MINISTER OF TRANSPORT, INFRASTRUCTURE AND COMMUNITIES 

We have audited the balance sheet of VIA Rail Canada Inc. as at December 31, 2005, 
and the statements of operations and retained earnings and cash flows for the year 
then ended. These financial statements are the responsibility of the Corporation's 
management. Our responsibility is to express an opinion on these financial statements 
based on our audit. 

We conducted our audit in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, 
the financial position of the Corporation as at December 31, 2005, and the results 
of its operations and its cash flows for the year then ended in accordance with 
Canadian generally accepted accounting principles. As required by the Financial 
Administration Act, we report that, in our opinion, these principles have been applied 
on a basis consistent with that of the preceding year. 

Further, in our opinion, the transactions of the Corporation that have come to our 
notice during our audit of the financial statements have, in all significant respects, 
been in accordance with Part X of the Financial Administration Act and regulations, 
the Canada Business Corporations Act and articles and the by-laws of the Corporation. 


CN iS kp Seep rane 


Ernst & Young LLP Sheila Fraser, FCA 
Chartered Accountants Auditor General of Canada 


Montreal, Canada 
February 8, 2006 
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Balance Sheet 


AS AT DECEMBER 31 


(IN THOUSANDS] | 2005 | 2004 | 
Current assets 
Cash and cash equivalents $ 2,621 $ 9814 
Accounts receivable, trade 6,723 5926 
Accounts receivable, other 1,514 2,029 
Derivative financial instruments (NOTE 11) 5,678 3,976 
Materials 16,105 15,943 
Asset renewal fund (NOTE 4) 37,700 - 
70,341 37,085 
Long-term assets 
Property, plant and equipment (NOTE 3) 571,012 610,012 
Asset renewal fund (NOTE 4] 68,489 110,706 
Accrued benefit asset (NOTE 4) 177,245 145,928 
Derivative financial instruments (NOTE 11] 6,587 2,921 
Other 986 the ave 
824,319 874,319 
$ 894,660 $ 911,404 
Current liabilities 
Accounts payable and accrued liabilities (NOTES 5 AND 11) $ 99,692 $ 86,682 
Deferred revenues 8,988 7,403 
Other - 558 
108,680 94,643 
Long-term liabilities 
Accrued benefit liability (NOTE 6) 21,805 19,345 
Future corporate taxes (NOTE 7] 35,408 33,002 
Deferred investment tax credits 2,639 2,986 
Other 568 364 
60,420 56,527 
Deferred capital funding (NOTE 8) 578,733 635,666 
Shareholder’s equity 
Share capital (NOTE 9) 9,300 9,300 
Contributed surplus 4,963 4,963 
Retained earnings 132,564 110,305 
146,827 124,568 
$ 894,660 $ 911,404 


COMMITMENTS AND CONTINGENCIES (NOTES 10 AND 15 RESPECTIVELY) 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
On behalf of the Board, 


IT floral (EZ 


James J. Smith, FcA Donald Pettit 
Director and Acting Chairman of the Board 


Director and Chairman of the Audit 
and Risk Committee 
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Statement of Operations and Retained Earnings 


YEAR ENDED DECEMBER 31 


(IN THOUSANDS) | 2005 | 2004 | 
Revenues 
Passenger $ 255,593  $ 240,620 
Investment income 22207 5,735 
Other 12,150 12,358 
289,760 Ptah (NS 

Expenses : 
Compensation and benefits 210,825 195,726 
Train operations and fuel (Note 11) 97,091 87,560 
Stations and property 27,818 27,706 
Marketing and sales 27120 25,254 
Maintenance material 23,964 24,382 
On-train product costs 17359 16,618 
Operating taxes 11,394 11557 
Employee future benefits (NOTE 6) (14,043) (19,263) 
Amortization and losses on write-down and 

disposal of property, plant and equipment 59,599 60,672 
Other 31,025 47,014 


492,152 467,226 


Operating loss before funding from the 


Government of Canada and corporate taxes 202,392 208,513 
Operating funding from the Government of Canada 169,001 177,444 
Amortization of deferred capital funding {NOTE 8) 57,633 59 354 
Income before corporate taxes 24,242 28,285 
Corporate tax expense [NOTE 7] 1,983 6,621 
Net income for the year 22,259 21,664 
Retained earnings, beginning of year 110,305 88,641 
Retained earnings, end of year $132,564 $110,305 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
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Statement of Cash Flows 


YEAR ENDED DECEMBER 31 


(IN THOUSANDS) 2005 | 2004 | 
Operating activities 
Net income for the year $ 22259 $ 21,664 
Non-cash items relating to operations: 
Amortization of property, plant and equipment 59,336 59,362 
Losses on write-down and disposal of property, plant and equipment 610 1657 
Gain on disposal of asset renewal fund investments (7,073) (766) 
Amortization of premium and discount on purchase of bonds 
in the asset renewal fund 187 181 
Amortization of investment tax credits (347) (347) 
Amortization of deferred capital funding (57,633) (59,354) 
Future corporate taxes 1,576 8,511 
Unrealized net gain on derivative financial instruments (5,827) (4,919) 
Change in non-cash working capital related to operations 13,720 8,434 
Change in other long-term assets 3,766 766 
Change in accrued benefit asset (9153177) (28,646) 
Change in accrued benefit liability 2,460 1,643 
Change in other long-term liabilities (67) (91) 
1,650 8,095 
Financing activities 
Capital funding from the Government of Canada 700 20,156 
Change in capital funding receivable from the Government of Canada - 3,710 
700 23,866 
Investing activities 
Acquisition of investments in the asset renewal fund (64,787) (10,659) 
Proceeds from sale and maturity of investments 
in the asset renewal fund 76,190 6217 
Acquisition of property, plant and equipment (21,198) (20,156) 
Proceeds from disposal of property, plant and equipment 252 899 
(9,543) (24,699) 
Cash and cash equivalents 
Increase (decrease) during the year (7,193) 1262 
Balance, beginning of year 9,814 Pie SY. 
Balance, end of year $ 2,621 $ 9,814 
Represented by: 
Cash and outstanding cheques $ 126 $ [1,544] 
Short-term investments, 3.28%, 
maturing in January 2006 (2004: 2.51%) 2,495 11,358 
$ 2,621 $ 9,814 


SEE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS 
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Notes to the Financial 
Statements 


AS AT DECEMBER 31, 2005 


1 | AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part I of Schedule III to the 
Financial Administration Act. \t was incorporated in 1977, under the Canada Business 
Corporations Act. The Corporation’s vision is to be the Canadian leader in service 
excellence in passenger transportation with a mission to work together to provide 
travel experiences that anticipate the needs and exceed the expectations of our 
customers. The Corporation uses the roadway infrastructure of other railway 
companies and relies on them to control train operations. 

The Corporation is not an agent of Her Majesty and is subject to income taxes. 

The Corporation has one operating segment, passenger transportation and 
related services. 


2 | ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with 
Canadian generally accepted accounting principles. The significant accounting 
policies followed by the Corporation are summarized as follows: 


A | FUNDING FROM THE GOVERNMENT OF CANADA 

Operating funding, which pertains to services, activities and other undertakings 
of the Corporation for the management and operation of railway passenger services 
in Canada, is recorded as a reduction of the operating loss. The amounts are 
determined on the basis of operating expenses less commercial revenues excluding 
employee future benefits and non-cash transactions relating to property, plant 
and equipment and future corporate taxes, and are based on the operating budget 
approved by the Government of Canada for each year. 

Funding for depreciable property, plant and equipment is recorded as deferred 
capital funding on the Balance Sheet and is amortized on the same basis and over 
the same periods as the related property, plant and equipment. Upon disposition of 
the funded depreciable property, plant and equipment, the Corporation recognizes 
into income all remaining deferred capital funding related to the property, plant and 
equipment. Funding for non-depreciable property, plant and equipment is recorded 
as contributed surplus. 


52 | VIA Rail Canada 2005 


2 | ACCOUNTING POLICIES (Cont'd) 


B | CASH EQUIVALENTS 
Cash equivalents include highly liquid investments purchased three months or less 
from maturity and are carried at lower of cost or market value. 


C | ASSET RENEWAL FUND 
Short-term investments are carried at the lower of cost or market value, determined 
on an aggregate basis. 

The other investments in the asset renewal fund are carried at cost. The carrying 
value of each of these investments is assessed periodically to determine if there has 
been an other than temporary decline in value. A charge to income is recorded during 
the period in which such a decline in value is determined. 


D | REVENUE RECOGNITION 

Revenues earned from passenger transportation are recorded as services are rendered. 
Amounts received for train travel not yet rendered are included in current liabilities 
as deferred revenues. Investment income and other revenues which includes third 
party revenues are recorded as they are earned. 


E | FOREIGN CURRENCY TRANSLATION 
Accounts in foreign currencies are translated using the temporal method. Under 
this method, monetary Balance Sheet items are translated at the exchange rates in 
effect at year-end. Gains and losses resulting from the changes in exchange rates are 
reflected in the Statement of Operations and Retained Earnings. 

Non-monetary Balance Sheet items as well as foreign currency revenues and expenses 
are translated at the exchange rate in effect on the dates of the related transactions. 


F | MATERIALS 

Materials, consisting primarily of items used for the maintenance of rolling stock, 
are valued at the lower of weighted average cost and replacement cost, and at net 
realizable value for obsolete materials. 


G | PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment acquired from Canadian National Railway and 
Canadian Pacific Limited at the start of operations in 1978 were recorded at their net 
transfer values while subsequent acquisitions, including those acquired under capital 
leases, are recorded at cost. 

The costs of refurbishing and rebuilding rolling stock and costs associated with 
other upgrading of property, plant and equipment are capitalized if they are incurred 
to improve the service value or extend the useful lives of the property, plant and 
equipment concerned; otherwise, such costs are expensed as incurred. 
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2 | ACCOUNTING POLICIES (Cont'd) 
G| PROPERTY, PLANT AND EQUIPMENT (Cont'd) 
Retired property, plant and equipment are written down to their net realizable value. 
Amortization of property, plant and equipment is calculated on a straight-line 
basis at rates sufficient to amortize the cost of property, plant and equipment, less 
their residual value, over their estimated useful lives, as follows: 


Rolling stock 12 to 30 years 
Maintenance buildings 25 years 
Stations and Facilities 20 years 
Infrastructure improvements 5 to 40 years 
Leasehold improvements 3 to 20 years 
Machinery and Equipment 4 to 15 years 
Information systems 3 to 7 years 
Other property, plant and equipment 3 to 10 years 


No amortization is provided for projects in progress and retired property, plant 
and equipment. 


H | CORPORATE TAXES 

The Corporation utilizes the liability method of accounting for corporate taxes under 
which future corporate tax assets and liabilities are recognized for the estimated 
future tax consequences attributable to differences between the financial statement 
carrying amount and the tax basis of assets and liabilities. Future corporate tax 
assets and liabilities are measured using substantively enacted rates that are expected 
to apply for the year in which those temporary differences are expected to be recovered 
or settled. The effect on future corporate tax assets and liabilities of a change in tax 
rates is recognized in earnings in the period that includes the enactment date. 
Future corporate tax assets are recognized to the extent that realization is considered 
more likely than not. 
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2 | ACCOUNTING POLICIES (Cont'd) 


i | INVESTMENT TAX CREDITS 

Investment tax credits are recognized when qualifying expenditures have been 
made, provided there is reasonable assurance that the credits will be realized. They 
are amortized over the estimated useful lives of the related property, plant and equipment. 
The amortization of deferred investment tax credits is recorded as a reduction of the 
amortization of property, plant and equipment. These credits are included in other 
long-term liabilities. 


J | EMPLOYEE FUTURE BENEFITS 
The Corporation accrues obligations under its employee future benefit plans. 

The cost of pension and other employee future benefits earned by employees 
is actuarially determined using the projected benefit method prorated on services 
and management’s best estimate of expected plan investment performance, 
salary escalation, retirement ages of employees and expected health care costs. 

For the purpose of calculating the expected return on plan assets, those assets 
are valued at market value. 

On January 1, 2000, the Corporation adopted the new accounting standard on 
employee future benefits using the prospective application method. The Corporation 
is amortizing the transitional asset on a straight-line basis over 13 to 14 years, 
which was the average remaining service lives of the active employee groups at 
the time. 

Past service costs are amortized on a straight-line basis over the expected average 
remaining service lives of the active employee groups which is, in most cases, estimated 
to be 12 years. 

For the pension plans, the excess of the accumulated net actuarial gain or loss over 
10 per cent of the greater of the accumulated benefit obligation and the fair value of 
plan assets is amortized on a straight-line basis over the average remaining service 
lives of the active employee groups which is, in most cases, estimated to be 12 years. 

The Corporation’s obligations for worker's compensation benefits are based on 
known awarded disability and survivor pensions and other potential future awards 
with respect to accidents that occurred up to the fiscal year-end. The Corporation is 
self-insured. The actuarial determination of these accrued benefit obligations uses 
the projected benefit method. This method incorporates management's best estimate 
of cost escalation as well as demographic and other financial assumptions. 
Management’s best estimate also takes into account the experience and assumptions 
of provincial workers’ compensation boards. The actuarial gains or losses are amortized 
over a seven year period, the average duration of these obligations. 
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2 | ACCOUNTING POLICIES (Cont'd) 


K | DERIVATIVE FINANCIAL INSTRUMENTS 
Derivative financial instruments such as Swaps, call options and forward foreign 
exchange contracts, are utilized by the Corporation in the management of its 
exposure to changes in fuel prices. The Corporation does not enter into derivative 
financial instruments for trading or speculative purposes. The Corporation does 
not currently apply hedge accounting on these derivative financial instruments. 
Derivative financial instruments are recognized on the Balance Sheet at inception 
and removed when they expire or are terminated. On the inception, each derivative 
is recognized at fair value as either an asset or a liability on the Balance Sheet and 
changes in fair value are recognized in the train operations and fuel expenses. 
Derivative financial instruments with a positive fair value are reported as derivative 
financial instrument assets and derivatives with a negative fair value are reported as 
part of accounts payable and accrued liabilities or other long-term liabilities. 


L | MEASUREMENT UNCERTAINTY 

The preparation of financial statements in accordance with Canadian generally 
accepted accounting principles requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities as well as 
revenues and expenses and the disclosure of contingent assets and liabilities. 
The most significant estimates involve the recognition of liabilities and other 
claims against the Corporation, employee future benefits, future corporate taxes 
as well as the useful life of Property, Plant and Equipment. Actual results could 
differ from these estimates and such differences could be material. 


M | VIA PREFERENCE PROGRAM 

The incremental costs of providing travel awards under the Corporation’s 
VIA Préférence frequent traveler reward program are accrued as the entitlements to 
such awards are earned and are included in accounts payable and accrued liabilities. 


N | NON-MONETARY TRANSACTIONS 

Non-monetary transactions are recorded at the estimated fair value of the goods or 
services received or the estimated fair value of the services given, whichever is more 
reliably determinable. Revenues from non-monetary transactions are recognized 
when the related services are rendered. Expenses resulting from non-monetary 
transactions are recognized during the period when goods or services are provided 
by third parties. 
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3 | PROPERTY, PLANT AND EQUIPMENT 


(IN MILLIONS OF DOLLARS) | 2005 | 2004 | 
ACCUMULATED ACCUMULATED 
COST AMORTIZATION NET COST  AMORTIZATION NET 
Land 5.0 - 5.0 ote - 5.0 
Rolling stock 746.9 413.4 3395 Te? 378.1 360.1 
Maintenance buildings 181.8 124.6 5722 17720 1163 63.6 
Stations and Facilities 44.2 26.6 17.6 44.1 24.4 1027 
Infrastructure improvements 141.4 50.1 913 137.0 46.5 90:5 
Leasehold improvements 1130 87.4 25.6 112.8 82.3 30.5 
Machinery and Equipment 34.2 28.5 57 Lo 2725 0 
Information systems 44.1 39.9 4.2 42.6 36.5 6.1 
Other property, 
plant and equipment 20.2 193 0.9 20.0 Fa 0.9 
1,330.8 789.8 SATO SSS 730.7 582.6 
Projects in progress 28.7 B.S 
Retired property, plant and equipment 
(at net realizable value) 13 21 
571.0 610.0 


Projects in progress as at December 31, 2005, primarily consist of rolling stock 
for $23.4 million (2004: $21.1 million) and improvements to infrastructure and 
information systems for $3.1 million (2004: $3.4 million). 
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4 | ASSET RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of 

Canada to segregate proceeds from the sale or lease of surplus assets as well as up to 

$5 million of annual funding approved but not expended during the fiscal year to 2006. 
The asset renewal fund includes the following investment instruments: 


(IN MILLIONS OF DOLLARS) | 2005 | 2004 | 
cost MARKET VALUE COST MARKET VALUE 
Government of Canada bonds 18.2 25.0 19.8 26.2 
Other Canadian bonds and debentures 16.1 17.6 20.8 22.8 
Pooled equity unit trust 58.4 61.7 Sy 67.6 
Cash and short-term investments 13.5 13.5 12.4 12.4 
106.2 11728 110.7 129.0 
Expected cash drawdown Stet - 
Long-term portion 68.5 110.7 


The Treasury Board has approved an amount of $66.9 million (2004: $39.5 million) 
to fund 2005 and prior years operating deficits as well as certain property, plant and 
equipment while the balance of the asset renewal fund of $39.4 million (2004: 
$71.2 million) represents the funds that are retained for future investments in property, 
plant and equipment. 

During the year, the Treasury Board approved the use of the Asset Renewal Fund 
to fund the operating deficit of $6.9 million and capital expenditures of $20.5 million. 

The Short-term portion of the Asset Renewal Fund presented as Current Assets 
represents the amount of cash that the Corporation expects to draw from the fund 
in 2006 for operating expenses and capital expenditures. 

The weighted average effective rate of return on bonds and debentures as well as 
short-term investments as at December 31, 2005 was 5.10 per cent (2004: 5.01 per cent) 
and the weighted average term to maturity as at December 31, 2005 is seven years 
(2004: eight years). 

The market value of bonds and debentures, pooled equity unit trust and short-term 
investments is based on the current bid price at the Balance Sheet date. 

The Corporation is subject to credit risk from its holdings of the asset renewal fund. 
The Corporation minimizes its credit risks by adhering to the Minister of Finance of 
Canada Financial Risk Management Guidelines for Crown Corporations and the Corporate 
Investment Policy and by investing in high quality financial instruments. 
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5 | ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 


The Accounts payable and accrued liabilities include the following: 


(IN MILLIONS OF DOLLARS) | 2005 | 2004 | 
Accrued liabilities 319 ES 
Wages payable and accrued 317 25.6 
Trade payables 255 22.6 
Capital tax and sales taxes payable 7.6 4.0 
Derivative financial instruments 1.2 1.4 
Current portion of Network Restructuring 
and reorganization accrual 127 0.8 
Account payable to the Government of Canada - 0.7 
Other 0.1 0.1 
SEAT 86.7 


6 | EMPLOYEE FUTURE BENEFITS 


The Corporation provides a number of funded defined benefit pension plans as 
well as unfunded post retirement and post-employment benefits that include life 
insurance, health coverage and self insured Workers’ Compensation benefits, to all 
its permanent employees. 

The defined benefit pension plans are based on years of service and final average salary. 

Pension benefits increase annually by 50 per cent of the increase in the Consumer 
Price Index in the 12 months ending in December subject to a maximum increase of 
3 per cent in any year. 

The latest actuarial valuation for the post-retirement unfunded plan was carried out 
as at July 31, 2004. The next actuarial valuation will be carried out as at July 31, 2007. 

The latest actuarial valuation for the post-employment unfunded plan was carried 
out as at August 31, 2004. The next actuarial valuation will be carried out as at 
August 31, 2007. 

The latest actuarial valuation for the self-insured workers’ compensation benefits 
was carried out as at January 1, 2004. The next actuarial valuation will be carried out 
as at January 1, 2007. 

The latest actuarial valuations of the pension plans were carried out as at 
December 31, 2004 by external actuaries who are members of the Canadian Institute 
of Actuaries. The next actuarial valuation will be carried out as at December 31, 2007 
and will be available in June 2008. 

The actuarial valuation of the Supplemental Executive Retirement Plan is carried 
out annually. The last actuarial valuation was carried out as at December 31, 2004. 
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6 | EMPLOYEE FUTURE BENEFITS (Cont'd) 


Based on these actuarial valuations and projections to December 31, the summary 
of the principal valuation results, in aggregate, is as follows: 


(IN MILLIONS OF DOLLARS) | PENSION PLANS | OTHERBENEFITPLANS | 
2005 2004 2005 2004 


ACCRUED BENEFIT OBLIGATION: 


Balance at beginning of year 1,351.6 1,260.6 27.5 AE 
Current service cost 20.0 147 4.5 4.0 
Employee contributions 9.8 10.2 - - 
Interest cost 76.3 74.4 1.6 Be 
Benefits paid (79.8) (78.8) (5.8) (6.1) 
Plan amendments - - - te 
Special termination benefits 1.8 - 0.1 - 
Actuarial (gain) loss 1917 70.5 1.9 (1.8) 
Accrued benefit obligation at end of year 1,511. 135186 29.8 275 
FAIR VALUE OF PLAN ASSETS: 

Balance at beginning of year 1,465.2 ‘svar - = 
Actual return on plan assets 256.3 162.5 - - 

Employer contributions 725 12 5.8 6.1 

Employee contributions 9.8 10.2 - - 

Benefits paid (79.8) (78.8) (5.8) (6.1) 
Balance at end of year 1,659.0  1,465.2 - : 


The percentage of the fair value of the total pension plan assets by major category as 
at December 31 was as follows: 


| 2005 | 2004 | 
ASSET CATEGORIES: 
Equity securities (public market) 57.2% 58.3% 
Fixed income securities (public market) 34.1% 34.7% 
Private equity, hedge funds and other 7.5% 5.7% 
Real estate 1.2% 1.3% 


100.0% 100.0% 
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6 | EMPLOYEE FUTURE BENEFITS [Cont'd] 


(IN MILLIONS OF DOLLARS) | PENSION PLANS | OTHER BENEFIT PLANS | 
2005 2004 2005 2004 
RECONCILIATION OF THE FUNDED STATUS: 
Fair value of plan assets 1,659.0 1,465.2 - = 
Accrued benefit obligation 15114 Ware 29.8 Pays 
Funded status of plans - surplus (deficit) 147.6 3.6 (29.8) (278) 
Unamortized net actuarial losses (gain) 276.8 JU 1.6 (0.3) 
Unamortized past service costs 3:1 31 0.5 0.6 
Unamortized transitional (asset) obligation (250.3) (282.9) 6.8 a3 
| 1772 145.9 (20.9) (179 
Network restructuring long-term liability - - (0.9) (1.4) 
Accrued benefit asset (liability) 177.2 145.9 (21.8) (19.3) 
ELEMENTS OF DEFINED BENEFIT COSTS 
RECOGNIZED IN THE YEAR: 
Current service cost 20.0 14.7 4.5 4.0 
Interest cost 76.3 74.4 1.6 167 
Actual return on plan assets (256.3) (162.5) - - 
Actuarial losses (gains) 1317 70.5 1.9 (1.8) 
Special termination benefits 1.8 0.1 - 
Plan amendments - - - 02 
Elements of employee future benefits 
(income) costs before adjustment 
to recognize the long-term nature 
of these costs (26.5) (229) 8.1 4.1 
ADJUSTMENTS TO RECOGNIZE THE LONG-TERM 
NATURE OF EMPLOYEE FUTURE BENEFITS COSTS: 
Differences between: 
Expected return and actual return 
on plan assets for the year 153.1 62.8 - - 
Actuarial (loss) gain recognized for the year 
and the actual actuarial loss 
on accrued benefit obligation for the year (118.2) (55.2) (1.9) ee 
Amortization of past service costs for the year 
and the actual plan amendments for the year 0.4 0.4 0.1 (0.1) 
Amortization of transitional (asset) obligation (32.5) (32.5) 2.4 25 
Defined benefit (income) costs recognized (23.7) (27.4) 8.7 GZ 


The employee future benefits expense in the Statement of Operations and Retained 
Earnings includes the pension plans net income, the other benefit plans net costs 
as well as the adjustment of Network restructuring and reorganization accrual of 


$1.0 million (2004: $(0.1) million). 
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6 | EMPLOYEE FUTURE BENEFITS [Cont'd] 


| PENSION PLANS | OTHER BENEFITPLANS | 
2005 2004 2005 2004 
WEIGHTED-AVERAGE OF SIGNIFICANT 
ASSUMPTIONS: 
Accrued benefit obligation as at December 31: 
Discount rate 5.00% 5.75% 5.00% 5.75% 
Rate of compensation increase 3.25% 3.25% 3.25% 3.25% 
Benefit costs for the year ended December 31: | 
Discount rate 5.75% 6.00% 5.75% 6.00% 
Expected long-term rate of return 
on plan assets 7.25% 7.50% - - 
Rate of compensation increase 3.25% 3.00% 3.25% 3.00% 
Assumed health care cost trend rates 
as at December 31: 
Initial health care cost trend rate - - 6.50% 7.12% 
Cost trend rate declines to - - 3.37% 3.37% 
Year ultimate rate is reached - - 2011 2011 


SENSITIVITY ANALYSIS 

Assumed health care cost trend rates have a significant effect on the amounts reported 
for the health care plans. A one-percentage-point change in assumed health care cost 
trend rates would have the following effects for 2005: 


(IN THOUSANDS OF DOLLARS) INCREASE |  DECREASE | 
Total service and interest cost 19 (17) 
Accrued benefit obligation 228 (203) 
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7 | CORPORATE TAXES 


The corporate tax expense (recovery) of the Corporation consists of the following: 


{IN MILLIONS OF DOLLARS) | 2005 | 2004 | 
Corporate tax expense (recovery) 0.4 (1.9) 
Future corporate tax expense 1.6 6,9 
Corporate tax expense 2.0 6.6 


Corporate tax expense on Net income for the year differs from the amount that 
would be computed by applying the combined Federal and provincial statutory 
income tax rate of 32.3 per cent (2004: 32.3 per cent) to income before corporate taxes. 
The reasons for the differences are as follows: 


(IN MILLIONS OF DOLLARS) | 2005 | 2004 | 
Computed tax expense - statutory rates 7.8 vs 
Permanent differences: 
Large corporation tax expense (recovery) 0.4 (1.9) 
Non-taxable portion of capital and accounting gains (3.5) (0.7) 
Non-taxable portion of dividends received (0.2) (0.2) 
Recognition of tax benefits previously not recognized 
on property, plant and equipment (2.7) - 
Other 0.2 0.3 
2.0 6.6 
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7 | CORPORATE TAXES [Cont'd] 


Future corporate income taxes reflect the net tax effects of temporary differences 
between the carrying amounts of assets and liabilities for financial reporting purposes 
and the amounts used for income tax purposes. Significant components of the 
future corporate tax assets and liabilities of the Corporation are as follows: 


(IN MILLIONS OF DOLLARS) | 2005 | 2004 | 


Future corporate tax assets: 


Property, plant and equipment (18.2) (8.1 
Contingencies, other liabilities and net amounts (5.0) (4.0 
Accrued benefit liability (7.1) (6.3 
Loss carry-forward (6.9) RS 
(37.2) (20.9 
Less the valuation allowance 124 59 
(25.0) TER 
Future corporate tax liabilities: 
Accrued benefit asset 58.5 47.2 
Unrealized gain on derivative financial instruments te 1.6 
60.4 48.8 
Net future corporate tax liabilities 35.4 00.6 


The Corporation has $ 22.2 million of unused Federal non-capital tax losses carried 
forward and their related year of expiry are as follows: 


(IN MILLIONS OF DOLLARS) 


2007 22 
2008 4.0 
2010 0.7 
2014 3.3 
2015 12.0 

22,2 
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8 | DEFERRED CAPITAL FUNDING 


(IN MILLIONS OF DOLLARS) | 2005 | 2004 | 
Balance, beginning of year 635.7 674.9 
Government funding for depreciable property, 

plant and equipment 0.7 20.2 
Amortization of deferred capital funding (57.6) (59.4) 
Balance, end of year 578.8 63507 


9 | SHARE CAPITAL 
The authorized share capital of the Corporation is comprised of an unlimited 


number of common shares with no par value. As at December 31, 2005 and 2004, 
93,000 shares at $100 per share are issued and fully paid. 


10 | COMMITMENTS 


A| The future minimum payments relating to operating leases mainly for real estate, 
maintenance of way and computer equipment are as follows: 


{IN MILLIONS OF DOLLARS} 


2006 16.5 
2007 16.8 
2008 157 
2009 8.8 
2010 5.7 
Subsequent years proportionately to 2049 163.6 

227.3 


B| As at December 31, 2005, the Corporation has outstanding purchase commitments 
amounting to $57 million consisting mainly of advertising as well as the maintenance 
and completion of rolling stock projects. 


C | The Corporation has entered into train service agreements for the use of tracks 
and control of train operations expiring on December 31, 2008. 


D | The Corporation has issued letters of credit totalling approximately $19.9 million 


(2004: $21.8 million) to various provincial government workers’ compensation boards 
as security for future payment streams. 
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11 | DERIVATIVE FINANCIAL INSTRUMENTS 


The derivative financial instruments used by the Corporation include Swaps which 
are typically a commodity or price Swap where parties exchange payments in cash 
based on changes in the price of the commodity (heating oil) or a market index while 
fixing the price they effectively pay for fuel. The Corporation has also used call 
options that give the Corporation the right but not the obligation to buy a futures 
contract for a specified price within a specified period of time in exchange for premium 
payment. It obligates the seller of an option to sell the underlying futures contract at 
the designated price should the option be exercised at that price. These call options 
can no longer be exercised should the price of the commodity exceed a trigger level 
for more than a specified amount of time. The foreign exchange forwards and futures 
are contractual agreements to either buy or sell US dollars at a specified price and 
date in the future. 


At year-end the Corporation had the following derivative financial instruments 
with positive fair values: 


| | FIXED PRICE PER NOTIONAL QUANTITY 
DESCRIPTION MATURITY DATE U.S. GALLON (USD) (000'S OF U.S. GALLONS) FAIR VALUE CAD (00'S) 
2005 2004 
Crude Swap December 31, 2005 0.650 4,536 - Dalen 
Crude Swap December 31, 2005 0.867 3,024 - 1,056 
Crude Swap December 31, 2006 1.560 2,016 572 = 
Crude Swap December 31, 2006 0.818 4,536 5,098 (ane 
Crude Swap December 31, 2007 0.800 4,536 5,085 1,250 
Crude Swap December 31, 2007 1.498 2,016 743 - 
Crude Swap December 31, 2007 1.780 1,008 64 - 
Crude Swap December 31, 2008 1.457 2,016 690 - 
12,252 6,569 
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11 | DERIVATIVE FINANCIAL INSTRUMENTS [Cont'd] 


NOTIONAL 
CAP PRICE TRIGGER LEVEL QUANTITY 
PER US. GALLON | PER U.S. GALLON (000'S OF 
DESCRIPTION MATURITY DATE (USD) (USD) | U.S.GALLONS) À — FAIR VALUE CAD (000'S) 
SRE ER PU PE ON DE OLD LEED IEEE TEE ES ALE ES SR SR RE SEVRES OC BESS PEP DEA TR RENE 
2005 2004 
Crude Call Option Dec. 31, 2005 1.450 3,696 - le 
Crude Call Option Dec. 31, 2006 1.450 2,520 wk 155 
- 320 


** This Financial instrument has a negative fair value in 2005. 


FORWARD RATE NOTIONAL AMOUNT 
DESCRIPTION | MATURITY DATE CAD / USD (USD) (000'S) FAIR VALUE CAD (000'S) 
2005 2004 
Foreign Exchange Monthly in 2006 1.148 824 8 - 
Foreign Exchange Monthly in 2007 1.147 1,859 5 = 
13 - 


At year-end the Corporation had the following derivative financial instruments 
with negative fair values: 


FORWARD RATE NOTIONAL AMOUNT 

DESCRIPTION | MATURITY DATE CAD / USD (usb) (00's) FAIR VALUE CAD (000'S) | 

2005 2004 
Foreign Exchange = Monthly in 2005 1.314 5,570 - (619) 
Foreign Exchange Monthly in 2005 1.290 ARE - (191) 
Foreign Exchange Monthly in 2005 1.268 1,565 - (102) 
Foreign Exchange Monthly in 2006 1.290 2 117 (273) (188) 
Foreign Exchange Monthly in 2006 1277 357 (42) (27) 
Foreign Exchange Monthly in 2006 1.189 5,999 (182) - 
Foreign Exchange Monthly in 2006 1.170 3,730 (46) = 
Foreign Exchange Monthly in 2006 1.181 4,098 (94) 5 
Foreign Exchange Monthly in 2007 1179 9,369 (254) : 

(891) (172) 
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11 | DERIVATIVE FINANCIAL INSTRUMENTS (Cont'd) 


FIXED PRICE PER NOTIONAL QUANTITY | 
DESCRIPTION MATURITY DATE U.S. GALLON (USD) (000'S OF U.S. GALLONS) FAIR VALUE CAD (000'S) 
2005 2004 
Crude Swap April 30, 2005 1.240 1,848 — - (86) 
Crude Swap April 30, 2005 1.543 672 - (207) 
Crude Swap December 31, 2006 2.033 2,016 (507) - 
Crude Swap December 31, 2006 1.850 2,016 (91) = 
Crude Swap December 31, 2007 1.844 1,008 (6) ome 
Crude Swap December 31, 2008 1.799 1,008 (10) = 
(614) (293) 
| NOTIONAL | 
CAP PRICE TRIGGER LEVEL QUANTITY 
PER U.S. GALLON | PER U.S. GALLON (000'S OF 
DESCRIPTION MATURITY DATE (USD) (USD) | U.S.GALLONS) | FAIR VALUE CAD (000'S) 
2005 2004 
Crude Call Option Dec. 31, 2006 1.065 1.450 2,520 (13) - 
(1,518) (1,420) 


The fair value of the positive balance of the above derivative financial instruments at 
December 31, 2005 is $12.3 million (2004: $6.9 million) of which $5.7 million is 
recorded as Current Assets (2004: $4.0 million) and $6.6 million as Long-term 
assets (2004: $2.9 million). The negative balance is $1.5 million (2004: $1.4 million) 
of which $1.2 million (2004: $1.4 million) is included in “Account payable and Accrued 
liabilities” as a short-term derivative financial instrument liability and $0.3 million is 
included in “Other” as a long-term derivative financial instrument liability. 

Included in the “Train operations and fuel” expense is a realized and unrealized net 
gain of $13.5 million (2004: $10.3 million) on these derivative financial instruments. 

The Corporation is exposed to credit risk in the event of non-performance by the 
counterparty to its derivative financial instruments but does not expect such non- 
performance as the counterparty is of high credit quality. 
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12 | FAIR VALUE OF FINANCIAL INSTRUMENTS 
The estimated fair value of the recognized financial instruments, except for the asset 
renewal fund, approximates their carrying value due to their current nature. 


13 | RELATED PARTY TRANSACTIONS 

The Corporation is related in terms of common ownership to all Government of 
Canada created departments and agencies. The Corporation enters into transactions 
with these entities in the normal course of business on trade terms applicable to all 
individuals and enterprises and these transactions are recorded at exchange value. 
Other than disclosed elsewhere in these financial statements, related party transactions 
are not significant. 


14 | NON-MONETARY TRANSACTIONS 

The Corporation recorded a revenue from non-monetary transactions of approximately 
$1.0 million (2004: $1.6 million) as “Passenger revenue” in the accompanying statements 
of operations and retained earnings for the year ended December 31, 2005. The 
Corporation also recorded non-monetary expenses of $1.0 million (2004: $27 million) 
in the accompanying statements of operations and retained earnings, mainly as 


“Marketing and Sales” and other expenses resulting from non-monetary transactions. 


15 | CONTINGENCIES 


A | The Canadian Transportation Agency (CTA) rendered a decision in October 
2003 against the Corporation in favour of the Council for Canadians with 
Disabilities (CCD). The Corporation was directed to re-design and re-construct its 
Renaissance rail cars to remove certain undue obstacles to persons with disabilities. 

On March 2, 2005, the Corporation was successful in overturning the earlier 
CTA decision by a judgement of the Federal Court of Appeal. That appeal decision 
has been further appealed to the Supreme Court of Canada by the CCD. The oral 
hearing is scheduled for May 2006. 

If the CTA decision is finally upheld, the cost of modifying the Renaissance cars 
would be significant. Management is of the opinion that this could cost between 
$50 million and $100 million, an amount that would exceed funding approved by 
the Government of Canada for the Renaissance project. No provision has been 
made in the financial statements for a major modification of the cars. 
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15 | CONTINGENCIES (Cont'd) 


B | The Corporation began a restructuring of its labour force in 1997 which resulted 
in the elimination of a number of positions. The changes became subject to various 
Canadian Industrial Relations Board (CIRB) decisions, mediations and arbitrations. 

In May 2003, the CIRB rendered a decision directing the Corporation to pay 
back wages under certain circumstances to former conductors. The Supreme Court 
decided not to grant the Corporation leave to appeal a Federal Court of Appeal ruling 
supporting the decision of the CIRB. 

The Corporation is waiting for the final ruling from the arbitrator. 

The Corporation has made a provision in its financial statements. 


C | The Corporation has performed an assessment of all of its operations and of all 
of its sites and facilities in order to determine the environmental risks. The sites and 
facilities that are suspected to represent an environmental risk will be further inves- 
tigated in the coming years. Action plans will be developed for facilities and sites 
that require decontamination measures or mitigation. 

The Corporation is unable to estimate any amount related to these risks and 
therefore no provision has been made in the financial statements. 


D | The Corporation is subject to claims and legal proceedings brought against it in 
the normal course of business. Such matters are subject to many uncertainties. 
Management believes that adequate provisions have been made in the accounts 
where required and the ultimate resolution of such contingencies are not expected 
to have a material adverse effect on the financial position of the Corporation. 


16 | RECLASSIFICATION 


The comparative financial statements have been reclassified from the statements 
previously presented to conform to the presentation of the 2005 financial statements. 
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Corporate Directory 


AS AT DECEMBER 31, 2005 


BOARD OF DIRECTORS 


Paul Côté 


President and Chief Executive Officer 


Montreal, Quebec 


*Michel Crête 
Montreal, Quebec 


*Steven Cummings 


Montreal, Quebec 


*Angela Ferrante 
Toronto, Ontario 


*Paul Fraser 
Surrey, British Columbia 


Jean-Louis Hamel 
Montreal, Quebec 


Wendy Kelly 


Regina, Saskatchewan 


*Margaret MacInnis 
Halifax, Nova Scotia 
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Winnipeg, Manitoba 


Donald Pettit 

Acting Chairman of the Board 
Vancouver, British Columbia 
Timothy Reid 

Toronto, Ontario 


*Charles Ross 
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*Louis Tremblay 
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OFFICERS 
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* Indicates new members appointed in 2005. 
The Board wishes to thank outgoing members 
for their important contribution: 
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Donald Pettit, Acting Chairman of the Board, 
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COMMITTEES OF THE BOARD 
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Jean-Louis Hamel 
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VIA OFFICE LOCATIONS 


Headquarters and Quebec 
3 Place Ville-Marie 

Suite 500 

Montreal, Quebec 

H3B 2C9 

(514) 871-6000 


Postal address 
P.O. Box 8116 
Station A 
Montreal, Quebec 
H3C 3N3 


Atlantic 

1161 Hollis Street 
Halifax, Nova Scotia 
B3H 2P6 

(902) 494-7900 


Ontario 

65 Front Street West 
Room 222 

Toronto, Ontario 
M5] 1E6 

(416) 956-7600 


West 

146-123 Main Street 
Winnipeg, Manitoba 
RIG TAS 

(204) 949-7447 


1150 Station Street 
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(604) 640-3700 
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ANNUAL 
REPORT 


VIA Rail Canada 


TO THE MINISTER OF TRANSPORT, 
INFRASTRUCTURE AND COMMUNITIES 


The Honourable Lawrence Cannon 
Minister of Transport, Infrastructure and Communities, Ottawa 


Dear Minister: 


In accordance with the provisions of the Financial Administration 
Act, | am pleased to submit VIA Rail Canada Inc's Annual Report 
for the year ending December 31, 2006. 


ARC) ng 
Donald A. Wright 


Chairman of the Board 
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Consolidated Financial Statements 36 100% 


The Year at a Glance 


The following key financial indicators and operating statistics summarize the per- 
formance of the Corporation for the year 2006 with comparative data for the years 


2002 to 2005. They exclude the financial results of the variable interest entity. 


Key financial indicators 


(IN MILLIONS OF DOLLARS) 
Total revenue 
Cash operating expenses (1) 
Operating deficit (1) 
Capital expenditures 
Government funding: 
Operating 
Capital 
Total Government funding (2) 


Key operating statistics ( 
Revenue/Cash operating expenses ratio (%) (1) 
Total passengers carried {IN THOUSANDS) 

Total passenger- miles (iN MILLIONS) 


Government operating funding 
per passenger-mile (IN CENTS) 


Yield (CENTS PER PASSENGER-MILE) 
Train-miles operated (iN THOUSANDS) 
Car-miles operated {IN THOUSANDS) 
Average passenger load factor (°%) 


Average number of passenger- miles 
per train-mile 


On-time performance (%) 


Number of employees at year-end 


1. Cash operating expenses used in the calculation of the Revenue/Cash operating expenses ratio, exclude 
amortization of Property, plant and equipment, reorganization charges, accounting accrual for compensa- 
tion, unrealized gains on derivative financial instruments, pension and employee future benefits. 


. Excludes internal funding from the Asset Renewal Fund of $23.9 million in 2006, $27.4 million in 2005 and 
$7.7 million in 2004 and includes a capital funding contribution to the Asset Renewal Fund of $5.0 million in 


N 


2001, 2002 and 2008. 
3. Key operating statistics are unaudited. 


21.2 


169.0 


0.7 
169.7 


624 
4,097 
888 


190. 
286 


6,740 
48,614 
29 


132 
81 
3,059 


20.2 


177.4 
20.2 
197.6 


58.8 
3,887 
851 


20.8 
28.0 
6,771 
48,396 
03 


126 
70 
3,027 


250.3 
431.4 
181.1 

77.4 


181.1 
82.4 
263.5 


98.5 
3,789 
857 


211 
26.8 
6,780 
48,682 
93 


126 
73 
3,051 


270.8 
424.2 
153.4 

98.4 


153.7 
103.4 
257.1 


64.5 
3,981 
948 


16.2 
26.6 
6,770 
48,262 
eo) 


140 
84 
3,054 


Government 
Publications 
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CORPORATE OVERVIEW 


Corporate Overview 


VIA Rail operates Canada’s national passenger rail service on behalf 
of the Government of Canada. An independent Crown corporation 
established in 1977, we provide safe, efficient and environmentally 
responsible passenger rail service from coast to coast. We operate 
up to 492 trains weekly on 12,500 kilometres of track, connecting 
over 450 Canadian communities. With approximately 3,000 em- 
ployees, VIA carried almost 4.1 million passengers in 2006. 


OUR VISION 


At VIA, we will be the Canadian leader of service excellence in passenger 
transportation. 


OUR MISSION 


We will work together to provide travel experiences that anticipate the needs and 
exceed the expectations of our customers. 


OUR VALUES 


Customer Focus 
We appreciate and listen to our customers, and we innovate to provide the best 
passenger transportation experience at the best value for money. 


Respect 
We are human — people who respond with integrity to the needs of our customers, 
to each other and to the people and communities we serve. 


Passion 
We are passionate about passenger rail and the role that it can play in the social, 
economic, and environmental development of Canada. 


CORPORATE OVERVIEW 


OUR SERVICES 


In Western Canada, we provide year-round, all-weather intercity transportation, 
including service to remote communities. The legendary Western transcontinental 
train the Canadian® provides service thrice weekly between Toronto and Vancouver. 


In the Quebec City-Windsor corridor, our trains provide intercity passengers with 
fast, convenient, comfortable and affordable service, downtown-to-downtown, 
between Canada’s largest business centres. 


In Eastern Canada, the Ocean™ runs six times a week between Montreal and 
Halifax, offering its friendly Easterly™ class service during the peak season. The 
Chaleur™ makes three trips each week from Montreal through the Gaspé Peninsula. 


In rural and remote areas, we operate services designated by the government to 
meet regional transportation needs. 
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MESSAGE FROM THE CHAIRMAN 


Message from the Chairman 


VIA Rail retained its position as a Canadian leader 
in passenger transportation in 2006, combining 
responsible management of its resources with 
efficient, responsive service to customers and 
communities across the country. 


This success is especially impressive given the 
budgetary constraints of the Corporation. With dis- 
cussions regarding capital and operating funding 
ongoing, VIA entered the year in a difficult position — 
facing a highly competitive and unstable travel mar- 
ket, rising costs, and a projected funding shortfall. 


By refining its focus on the customer, the Corporation responded quickly to changing 
travel patterns and markets with innovative services and marketing — maintaining 
and slightly improving on the revenue gains achieved in 2005. Prudent management 
of resources and new entrepreneurial initiatives helped to contain rising costs, keep- 
ing cost recovery on an upward trend. Together, strong revenues and efficient cost 
management allowed VIA to complete the year within the limits of available funding. 
This is in itself no small achievement. 


At the same time, VIA maintained a high quality of service to Canadians. On-time 
performance improved, despite aging equipment and infrastructure. Customer 
satisfaction ratings remain the highest in the industry. And VIA Rail continues to 
enjoy a corporate reputation as one of the most trusted transportation companies 
in Canada.! 


The Board of Directors recognizes that this success would have been impossible 
without the loyalty and support of VIA’s customers, the communities VIA serves, 
and VIA’s people, who demonstrate their dedication to Canada's national passenger 
rail service every day. 


Although | joined VIA Rail’s Board late in the year, the quality of VIA’s people became 
evident very quickly. To everyone at VIA, | offer my appreciation and congratulations 
for a job well done in 2006. 


| must also commend the members of the Board for their dedicated work on behalf 
of passenger rail in Canada. We share a commitment to demonstrate integrity in 
providing oversight of the Corporation, and foresight in managing the strategic direc- 
tion of the national passenger rail service. 


1 Leger and Leger Corporate Reputation Study, 2006 


MESSAGE FROM THE CHAIRMAN 


To this end, | am pleased that the Board adopted a clearly articulated code of ethics 
for Directors in 2006, and | fully support our continued efforts to refine Board opera- 
tions through an examination of best practices in corporate governance. The Board 
joins me in welcoming and supporting the renewed emphasis on transparency and 
integrity for Crown corporations set out in the Accountability Act, which received 
Royal assent in December 2006. 


A responsibly managed passenger rail service, responding to the changing needs of 
Canadian travellers, plays an important role in the social, economic and environmental 
development of Canada. VIA is working with the Government of Canada to clarify that 
role for the future, to develop a long-term vision for the service, and to assess the 
funding requirements to achieve that vision. 


Encouraged by excellent working relationships between the Corporation and the 
Departments of Transport and Finance, the Treasury Board, and other agencies, | am 
confident that a realistic and sustainable vision will ensure the continued success of 
Canada's national passenger rail service. 


Donald A. Wright 


Chairman of the Board 
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Message from the President 


The core of VIA’s business strategy — and the heart 
and soul of VIA as a corporation — is our customer 
focus. Our success as a customer-intimate orga- 
nization depends on listening to, understanding 
and anticipating passenger needs, developing a 
service that meets those needs, and then going 
a step further to deliver a service that exceeds all 
expectations. 


Our goal is to grow our base of loyal customers, 
and to make every customer an advocate for 
choosing passenger rail. 


This central focus on the customer builds on what sets rail apart in the market- 
place, and our single most important competitive advantage: the way we treat the 
people who travel with us. And since many of VIA‘s traditional markets have seen 
little growth for several years, this focus was the key to meeting the challenges of 
2006. By keeping the customer at the centre of everything we do, we succeeded 
in increasing revenues, productivity and cost-recovery. We also managed limited 
resources to considerably reduce a projected funding shortfall, all while providing a 
service that remains responsive to changing needs. 


Early in the year we completed a major realignment of the Corporation, to better reflect 
what we need to do to succeed. This new organization aligns all activities, resources 
and people which affect customer service into a single branch, to deliver a consistent, 
high-value travel experience to our customers. At the same time, it aligns all opera- 
tional activities to ensure the best possible support of that customer experience. 


In 2006 we improved our cross-functional approach and communications through- 
out the Corporation, and developed new tools to identify and respond to customer 
needs. We developed new marketing and sales strategies to attract more customers, 
and to provide better access to our services. We further refined our existing services, 
such as the Easterly class to Halifax, and prepared to meet emerging market needs 
with new services like the Snow Train Express. We also launched a complete review 
of services throughout the Quebec City-Windsor corridor, to identify future needs 
and market opportunities. 


And we continued to refine our focus on the talents and expertise of our people, with 
better ways to recognize and celebrate performance on the job, better ways to identify 
the skills we need, and better opportunities for training and career advancement. 


MESSAGE FROM THE PRESIDENT 


As a result, we held on to the record ridership levels achieved in 2005, and once 
again we improved our yield — the revenue earned per passengermile. We reduced 
the funding gap, despite steadily rising operating costs that are outside of our 
control. And we raised customer satisfaction ratings to 98 per cent. In fact, the pro- 
portion of customers who say we not only satisfied but exceeded their expectations 
has climbed from 32 per cent in 2000 to 40 per cent in 2006. 


The results, as always, are a credit to the people of VIA Rail, who made a tremen- 
dous effort to keep passenger rail moving forward in 2006. They have made VIA a 
recognized leader in passenger service excellence in Canada. 


Their extraordinary talent — their creativity, innovation, and integrity — are the key to 
meeting the challenges we face as we continue to move forward. Together, we are 
building a Corporation in touch with the customer, aligned with the changing market- 
place, and ready for the future. 


aul a 


Paul Côté 
President and Chief Executive Officer 
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The Year in Review 
MOVING FORWARD IN 2006 


VIA has a strong track record managing Canada's passenger rail service. Between 
1990 and 2006, the Corporation reduced operating funding requirements for the 
service by 59 per cent, while absorbing cost increases over the period. This reduc- 
tion was achieved through vigorous revenue growth (up 108 per cent), and rigorous 
control of operating costs (down 14 per cent). The cost to the public for operating 
passenger rail has dropped significantly, and the quality of service across the coun- 
try has improved. 


Like many other businesses, VIA has faced new challenges in recent years, includ- 
ing increased operating expenses, particularly fuel. Some of these challenges have 
been more specific to passenger rail, including shifts in travel markets and demand, 
and rising costs resulting from aging equipment and infrastructure. 


In 2005 VIA launched Moving Forward, a new business strategy to meet these 
challenges. The results were dramatic: VIA carried a record number of passengers 
during the year, and achieved a record increase in revenues. This plan will be 
reviewed in 2007 


Moving Forward makes the customer the cornerstone of VIA’s mission, vision and 
values, and defines six key corporate goals for the Corporation. These goals provide 
a customerfocused framework for managing VIA's people and resources, adapting 
to new realities in the marketplace, and responding to the customers and communi- 
ties VIA serves. 


THE YEAR IN REVIEW 


MOVING FORWARD — CORPORATE GOALS 


> Safety 
We will provide a safe and secure environment for our 
customers, ourselves and the general public. 


> People ; 
We will work together to create an environment that prunes ie 
a passionate commitment to realizing our vision and to VIA's 
business success. ie | 


> Service 
We will consistently provide our customers with excellent 


travel experiences that exceed their expectations. 


> Growth 
We will seize opportunities to offer lapovalive products 
and services in all markets that we serve. 


> Entrepreneurship 
We will become increasingly self-sufficient by continually 
improving productivity and | passes the bee ratio. 
on all train services. 


> Environment | ae 
We will actively structure our Sesto: to meet the ok 
needs of our customers in an environmentally sustainable 
and responsible manner, while contributing to Canada’ S 
commitment to the Kyoto accord. 


Moving ford ard 
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Canadian travel markets, and the travel industry as a 
whole, have changed in recent years. During the 1990s 
markets expanded rapidly, and VIA matched or exceeded 
that growth every year. In 2003 a number of uncontrollable 
events, including SARS, the war in Iraq, and the 
depreciation of the U.S. dollar, had a negative effect on 
travel markets. While domestic markets are in a recovery 
period and are now returning to 2002 levels, financial 
pressures have caused a number of bankruptcies, major 
restructuring and consolidations of services throughout 
the industry. 


At the same time, travel patterns changed, with increased competition 
from other countries as destinations for international travel, a drop in 
overall travel into Canada from the U.S., and declines in long-distance 
travel in favour of shorter trips. Customer purchasing patterns have 
also changed, largely as a result of online technologies. Consumers 
continue to shift away from making purchases through traditional travel 
intermediaries, in favour of web-based tools which offer convenient, 
personalized travel planning and booking options. 


VIA performed well during this period. Following a yearoveryear drop 
in revenues in 2003, the Corporation responded. quickly to shifts in 
the marketplace, with growth in both revenues and ridership. Despite 
intense competition, VIA maintained its performance in 2006. This was 
accomplished by continually refining marketing strategies and tools 
to acquire new passengers and build customer loyalty, all while iden- 
tifying opportunities to provide enhanced, value-added services in key 
markets. 
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THE YEAR IN REVIEW 


ALIGNING RESOURCES WITH THE CUSTOMER 


In February of 2006, VIA restructured its organization to bring its resources more 
precisely in line with the core focus of meeting our customers’ needs and exceeding 
their expectations. The new Customer function clearly identifies responsibilities 
and activities that contribute directly to the customer experience. A unified Oper 
ations branch brings new energy to the drive for operational excellence — aligning 
all resources involved in running passenger trains, including train operations, 
maintenance, safety and security. 


The new Customer function integrates the process of developing and delivering 
services to VIA’s customers, from market research, product and service design, 
sales and marketing, through to service delivery on board trains, in VIA’s stations, in 
telephone sales offices and on the web. With more direct links between customer 
expectations, product development and service delivery, VIA has sharpened its busi- 
ness focus — and is better able to ensure consistency between what the customer 
expects, and what the customer actually experiences. 


While the new structure clarifies roles and accountabilities for related activities, VIA 
continues to emphasize the value of cross-functional teams — working groups which 
bring together people from different departments and functions. 


VIA first introduced the concept of cross-functional teams in 2001, when four 
regional service teams became responsible for VIA’s operations in the East, the 
West, Southwestern Ontario, 
and the area east of Toronto 
Moving Forward to Quebec City. These teams 
> Customer Focus are responsible for all results 

We appreciate and listen to our customers, related to the services and 
products they manage, includ- 
ing cost-recovery, on-time 


and we innovate to provide the best 
passenger transportation experience performance and customer 
at the best value for money. satisfaction ratings. They pro- 
vide a foundation for the 
collaboration and teamwork 
necessary in a passenger service, and because of their proximity to their markets 
they are able to anticipate the needs and exceed the expectations of customers. 


The cross-functional approach embodied in service teams is also vitally important 
when managing issues which cut across organizational boundaries, and require col- 
laboration between all parts of the Corporation. In addition to the four service teams, 
there are 14 cross-functional teams at VIA today, including two created in 2006 — 
the Accessibility Review Committee and the Risk Management Committee. These 
groups bring together the perspectives and skills necessary to identify problems and 
opportunities, explore solutions and new ideas, and take action quickly — with a clear 
understanding of the impact their decisions will have on the customer. 
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RESPONDING TO CHANGE 


BUILDING STRONG CUSTOMER RELATIONSHIPS 


VIAs customer reward program, VIA Préférence, celebrated its 10" anniversary in 
2006. Designed to build customer loyalty, the program allows members to accumu- 
late points toward free train travel, as well as periodic special offers. VIA Préférence 
has close to half a million members and is still growing steadily. 


With customer loyalty becoming a key focus for the Corporation, VIA is building 
on VIA Préférence to strengthen and manage its relationship with customers. In 
November, VIA launched the first phase of a new customer profile technology 
using information from the 
VIA Préférence customer 
database, as well as infor Moving Forward 
mation gathered through 1 
RESERVIA, VIAs online 7 Service 
booking system. The tech- 
nology gives telephone with excellent travel experiences that 
JE PHRASE TES exceed their expectations. 

instant access to customer 
information when making 
a booking — helping them to understand individual customers’ needs, and provide 
a more personalized service, such as offering products tailored to individual travel 
habits and preferences. VIAs sales agents were also given extensive technology 
upgrades and improved network and telecommunications services in 2006, allowing 
them to respond to customers more quickly and efficiently. 


Customer profile technology is part of a corporate strategy designed to help VIA 
become a customerintimate organization — an organization that builds a more 
human bond with customers and strives to understand and respond to the specific 
needs of individual customers. 


On a broader scale, this is a major focus of the new Customer function, integrating 
all aspects of service design, marketing and delivery to provide customers with 
a consistent, unique and high-value travel experience. Efforts to attract, train and 
develop people with the right talents — VIAs core competencies as a customer 
focused organization — are vital to this approach, and key to maintaining and 
strengthening relationships with customers. 


We will consistently provide our customers 
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THE YEAR IN REVIEW 


NEW SALES STRATEGIES AND TOOLS 


With limited opportunities to expand under currently defined network and service 
levels, VIA must depend on increased sales — particularly sales of high-yield products 
and services — to maintain and improve revenues. 


Telephone sales offices developed a more proactive sales strategy in 2006 — taking 
better advantage of contact with customers to offer higher value services, and to 
encourage customers to travel with VIA more frequently. VIA is also actively pursu- 
ing growth through business-to-business marketing, increasing sales to corporate 
customers, and through partnerships with tour operators and travel agencies. 


For both individual and corporate customers, web-based access to information, 
bookings and reservations is becoming essential. VIA has been a pioneer in provid- 
ing online tools for customers, and web-based sales now account for a record 33 
per cent of total sales. 


Recognizing that the online experience is now a significant part of the total customer 
experience, VIA began a comprehensive review of its web site in 2006, and will begin 
work on an enhanced web site in 2007 VIA also introduced new online payment 
options — including “virtual credit cards” and INTERAC bank transfers — to make 
online transactions more efficient, convenient and secure for customers. 


RESPONDING TO CHANGE 


ENHANCED SERVICES 


VIA continues to explore opportunities to enhance the value of existing train ser 
vices, and to develop new services that would help to increase revenues. 


Wireless Internet access for customers, offered on a trial basis in 2005, was 
launched on all Corridor trains in 2006. This is the first commercial deployment of 
Wi-Fi on passenger trains in North America. Developed on a partnership basis with 
the technology service provider Parsons, Wi-Fi is an example of VIA's commitment 
to exceed customer expectations with a service that makes their me more enjoy- 
able, relaxing and productive. 


In the Corridor, new schedules were introduced in response to customer feedback, 
providing for more convenient service from Montreal to Quebec City, and adding 
a new round trip between 
Montreal and Ottawa’s Fal- 
lowfield station. Operation Moving Forward 
of the peak season Toron- > Growth 


to-Niagara Falls train was : : ee 
oO du We will seize opportunities to offer 


partnership with Fallsview innovative products and services 
On OR RES in all markets that we serve. 
Estates Winery, VIA added 
an additional train with a 
special “learn to play” Casino car — the first of its kind in Canada. The car offered 
customers the opportunity to relax and enjoy a complimentary Peller Estate wine 
sampling, while learning to play poker or blackjack from a professional Fallsview 
Casino Resort croupier. 


In Atlantic Canada, Easterly class service on board the Ocean - designed as a “Mari- 
time Learning Experience” complete with educational activities and regional cuisine 
—received high customer approval ratings during its first season in 2005. The service 
was improved and refined for its second year, operating for an extended peak sea- 
son between Montreal and Halifax. 


The Western Service team used 2006 to plan for a new summer tourism product 

_on the Winnipeg-Churchill train, modeled on the Canadian's successful Silver & Blue 
class service and scheduled to begin in 2007. The Western team also established 
a new winter service between Edmonton and Jasper, to operate for 15 weeks 
beginning in January 2007. Developed in partnership with Marmot Basin and the 
Town of Jasper, the Snow Train.Express will provide weekend getaways for skiers, 
snowboarders and outdoor enthusiasts, thus helping to support the winter tourism 
economy in the region. 
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THE YEAR IN REVIEW 


LISTENING TO CUSTOMERS IN THE CORRIDOR 


2006 marked the 150" anniversary of passenger rail service in central Canada. What 
began in 1856 with a 14-hour train trip between Toronto and Montreal has grown to 
become VIAs busiest market, with some 400 trains operating in the Quebec City- 
Windsor corridor every week. 


To ensure that passenger rail continues to evolve and offer the best possible value 
to travellers in the Corridor, VIA undertook a close examination in 2006 of those 
features of rail service most important to customer satisfaction. In addition to on- 
time performance and the quality of on-board services, value for money was singled 
out as one of the most important benefits to Corridor customers. Based in part on 
this research, VIA introduced new pricing strategies for services between Montreal 
and Quebec City, between Montreal and Toronto, and between Toronto and Ottawa. 
Leading to a significant increase in ridership, this proved to be one of the most suc- 
cessful growth initiatives of 2006. 


Following the success of this initiative, VIA launched the first steps in a comprehen- 
sive review of all Corridor services. This review will include a complete forward-look- 
ing assessment to determine how passenger rail must evolve to meet the changing 
needs of customers in the Corridor, and how it can serve more customers. 


The review will be supported by a number of innovative tools for conducting market 
research, including a pilot project that proposes to use online technology to gather 
consumer feedback. New tools will engage online panels in providing feedback to 
market researchers, while simplifying the process of conducting surveys, collect- 
ing data, and analysing results. Experimenting with this new approach will give VIA 
insights into the value of using this new technology, and how it could be integrated 
into the Corporation's overall market research strategy. 


RESPONDING TO CHANGE 


In 2006, VIA maintained and slightly improved upon the high level of customer 
satisfaction achieved in recent years. Overall satisfaction has remained at 96 per 
cent or higher since 2000, reaching a high of 98 per cent in 2006. The proportion of 
those satisfied customers who say that VIA exceeded their expectations has also 
been steadily increasing since 2000. 


Customer Satisfaction, 2000-2006 
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Aligning people, talents, 
and goals 


VIA‘s Moving Forward plandepends onthe understanding, 
talents, and creativity that people bring to the job, and 
the opportunities they have to make a real contribution 
to VIA’s success. 


VIA has made dialogue with people a priority — engaging employees in 
meaningful discussions about the Corporation's vision, mission, values 
and goals, keeping everyone informed about business challenges, 
and providing honest feedback on both individual and corporate 
performance. Throughout 2006 VIA continued to improve the way it 
consults with employees through surveys, “town hall” meetings and 
informal discussions. The Corporation also asked employees to identify 
what kind of information they wanted to see, and how it could be best 
presented. As a result, VIA completed a comprehensive redesign of 
the tools used to communicate with employees, such as the employee 
newsletter, bulletins and memos from senior management. 


VIA also strengthened its employee recognition program in 2006, and 
a new recognition program — emphasizing employee contributions to 
VIA's success as a customer-focused organization — is currently being 
developed. 
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Moving Forward 


> People 


We will work together to create an environment 
that promotes a passionate commitment to real- 


THE YEAR IN REVIEW 


VIA began changing the way it manages human resources in 2004, shifting the HR 
function from a largely administrative role to a more strategic one, developing the 
talent of VIA’s people, and aligning that talent with the goals of the Corporation. 
The process of hiring, training, promoting and rewarding talent is being rigorously 
managed — to create an 
organization where people 
succeed by directing their 
creativity and innovation to- 
wards the success of pas- 
senger rail. 


izing our vision, and to VIA'S business success. As part of this emphasis 
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on managing talent, VIA 
identified eleven core com- 
petencies in 2006. Each competency — such as empathy and listening, teamwork, 
and creative problem-solving — combines knowledge, attitudes and skills that the 
Corporation needs to succeed as a customerfocused business. They also provide a 
valuable framework for people pursuing their own career growth and development 
at VIA Rail. 


The core competencies have been integrated into VIA‘s hiring practices, training 
and development programs, career and succession planning, and performance man- 
agement. Management employees completed a self-assessment exercise on the 
competencies, which in turn was incorporated into the process for yearend evalua- 
tions. In 2007, all management employees will create personal development plans 
reflecting these evaluations. 


Course modules on the competencies are now included in the growing number of 
learning tools available to employees online — either from their home computers or 
through well-equipped e-Learning classrooms. 


VIA has also developed e-Careers, an online recruitment and career development 
service accessible to both employees and outside job applicants. E-Careers is an 
important tool that supports VIA’s efforts to attract new people, new ideas and new 
energy to the Corporation — encouraging the recruitment and development of people 
with the right talents and skills for VIA’s future. 


In the spring of 2006, VIA introduced a flexible benefits program for management 
employees. The initiative allowed the Corporation to offer a highly competitive 
benefits program best suited to employees’ personal needs, while at the same time 
containing the evergrowing costs associated with group benefits. 


CONTROLLING COSTS 


Despite rising costs for key operating expenses, VIA maintained — and slightly 
improved — the high level of cost-recovery achieved in 2005. At 63 per cent, the 
revenue/expense ratio for passenger rail has improved by more than 117 per cent 
over the past 16 years. 


RESPONSIBLE MANAGEMENT 


Employees throughout the Corporation helped to maintain this performance by con- 
trolling costs and increasing productivity in all aspects of VIA's operations. Continu- 
ing a practice introduced in 2005, VIA’s performance management and incentive 
programs encouraged and rewarded management employees for demonstrating 
effective cost controls, and for contributing to revenue performance. 


Technology is proving particularly effective in controlling costs. Internet-based book- 
ing and reservation technologies have helped VIA reduce costs significantly, while 
making access to rail services more convenient and efficient for VIA's customers and 
partners. In 2006, VIA developed a web-based distribution platform for consumers 
and travel partners. All travel agencies in the U.S. have migrated to this platform, 
and most Canadian travel agencies will soon follow. This improvement is expected 
to save the Corporation more than $1 million annually. 


Building strategic alliances is an important part of the newly realigned organization, 
allowing VIA to share the costs of developing and improving services, and expanding 
its marketing efforts, with its partners. For example, VIA completed implementa- 
tion of wireless Internet service for customers on board all Corridor trains in 2006, 
with the service provider assuming the costs for implementing the technology. The 
service has provided extra convenience and value to customers without increasing 
VIAS operating costs. 


Strategic partnerships with tour operators, travel agencies and associations are also 
valuable tools to control costs, and continued to be important in 2006. Through VIA’s 
partnership with Brewster 
Transportation, VIA has es- 
tablished a marketing pres- Moving Forward 


ence in China, one of the S Entrepreneurship 


biggest emerging markets . : 4 à Se 
heated Wik We will become increasingly self-sufficient by 


continues to work with the continually improving productivity and increasing 
Canadian Tourism Commis- the revenue/cost ratio on all train services. 

sion, regional and local tour 
ism associations, as well as 
local chambers of commerce and boards of trade. These partnerships allow VIA to 
share the expertise and resources required to reach and develop new markets, while 
helping to support the Canadian tourism industry as a whole. 


Another strategy — fuel hedging — has been an important tool to control costs in 
recent years. Diesel fuel is central to VIA’s operations and accounts for 93 per cent 
of VIA's total energy consumption. For more than a decade the Corporation has 
employed a hedging strategy involving agreements with financial institutions about 
price levels for this important commodity. This risk management strategy provides 
protection against extreme fluctuations in price, and has also resulted in consider 
able savings for the company — $27 million since 1996, and more than $4 million in 
2006 alone. 
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THE YEAR IN REVIEW 


MANAGING THE FLEET 


VIA is using its limited capital funds to maintain an efficient and reliable passenger 
service. At the same time, VIA is taking the necessary steps to prepare for the 
future, identifying and planning for the equipment renewal and improvements 
needed to maintain service in the years ahead, and which will require significant 
capital investment. 


VIA completed assembly and modifications to the final Renaissance train set, on 
schedule and in time for the busy summer season. The Renaissance fleet was 
purchased in 2000. With the final set modified, the Ocean between Montreal and 
Halifax now operates entirely with Renaissance equipment in the peak season — 
ensuring a uniform and consistent travel experience in Atlantic Canada. 


The new equipment replaced a 21-car train set, which was redeployed for use in the 
West on the Canadian. This extra train set in Vancouver has helped to ensure on-time 
departures on VIA‘s flagship transcontinental train. 


VIA is also developing plans for a comprehensive interior rebuild of the stainless steel 
fleet used on the Western transcontinental service. A competitive design process 
begun in 2005 has resulted in a full-sized, semi-functional mock-up of a redesigned 
sleeper bedroom. The design incorporates many customer advantages, including for 
ward facing seats, heating and air conditioning controls, larger windows, and includes 
plans that would allow for a wheelchair accessible bedroom in every car. The project, 
which requires capital funding to proceed, would include all sleepers and Park cars 
in this fleet. 


While funds for improving existing equipment are extremely limited, VIA was able 
to undertake a $2.3 million overhaul of the stainless steel equipment used in the 
Quebec City-Windsor corridor. In 2006, the interiors of ten V/A 7 cars from this fleet 
were modified to match the more spacious and comfortable V/A 7 cars from the 
Light Rapid Comfortable (LRC) fleet, also used in the Corridor. The result is a more 
consistent service to all first class travellers in the Corridor. In 2007 VIA plans to 
overhaul ten Comfort class cars from the stainless steel fleet, to upgrade interiors 
and improve seating for customers. 


Because the LRC fleet is also aging — leading to lower reliability and increased main- 
tenance costs — VIA has also been taking the necessary preparatory steps for future 
renewal. VIA plans to undertake a major rebuilding project which will extend the life 
of this equipment by another 15 to 20 years, at a lower cost than buying new equip- 
ment. A prototype was completed in 2006, and will be tested in service in 2007 
Further progress on this project will require capital funding. 


A prototype for rebuilding VIAs General Motors F-40 locomotives was also 
completed in 2006. One of the company's oldest locomotives, in service since the 
1980s, was completely stripped down and rebuilt from the ground up, incorporating 
state-of-the-art technology and components. The completely rebuilt engine provides 
200 additional horsepower and lower fuel consumption, at half the cost of purchasing 
a new locomotive. The prototype will be tested in service in 2007 Rebuilding the 
remaining 53 F-40 locomotives will require capital funding. 


RESPONSIBLE MANAGEMENT 


CREATING A RISK-SMART CULTURE 


VIA Rail is strengthening its approach to risk management, emphasizing the need 
to embed a risk management focus into all management processes across the Cor 
poration. In an increasingly complex and rapidly changing business environment, 
it is vital for the Corporation to identify potential events or issues that might affect 
the reliability of its services, and to ensure that appropriate measures are in place 
to minimize the risks involved. Such events might include deterioration of the rail 
infrastructure, limiting VIA‘s ability to deliver reliable on-time performance, or sudden 
surges in fuel prices, significantly raising VIA’s operating costs. 


At the level of the Board of Directors, risk management is addressed by the Audit 
and Risk Committee, which monitors the procedures to identify principal business 
risks, and assesses steps undertaken to manage and mitigate them. 


In 2006, VIA created a cross-functional team to enhance this risk management 
focus and to ensure that it becomes integral to all management activities — including 
strategic and budget planning processes, internal and external audit procedures, and 
key processes such as safety and security planning, environmental management 
activities, and capital project planning. The new Risk Management Committee 
will enhance and sustain the level of awareness and sensitivity amongst VIA’s 
management team on the subject of risk management — providing an updated, 
corporate-wide risk assessment review annually, performing a gap analysis on 
major risks to determine if new actions should be taken, and monitoring all risk 
management initiatives. 


The 2006 realignment also saw the merger of those groups responsible for health 
and safety, the environment, and quality control. The new Integrated Risk Manage- 
ment group is charged with helping employees develop a systematic awareness and 
approach to managing operational risk in their day-to-day Work activities. 
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Managing passenger rail responsibly means managing 
the bottom line, It also means much more. 


Since its beginnings, passenger rail has made vital contributions to Ca- 
nadian society — to the growth and development of communities, to the 
economic infrastructure of the country, to the well-being and quality of 
life of Canadians. And it continues to play a role in the life of Canadians, 
communities and society that goes beyond the income statement. 


With this unique role comes great responsibility. VIA embraces this 
responsibility, and acts on it every day. 


VIA‘s activities — like those of any corporation — have an impact on the 
life not only of customers, but a broad range of people, communities 
and interest groups. Responsible management means recognizing that 
VIA Rail does 
not operate in 
a vacuum. VIA Moving Forward 


is connected > Passion 


to the society : 
mee We are passionate about passenger rail and 


strives to be the role that it can play in the social, economic 
a good cor and environmental development of Canada. 
porate citizen 

— taking its 


impact on others into account in management decisions, and respon- 
ding with integrity and respect to all stakeholders who are affected by 
its activities. 
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THE YEAR IN REVIEW 


RESPONDING TO COMMUNITIES 


Viewed by Canadians as a national icon, VIA is committed to providing a service that 
reflects and responds to all facets of Canada's diverse, multicultural society. 


As a federal institution, VIA plays an important role in promoting Canada’s linguistic 
duality. The Corporation is committed to serving passengers in the official language 
of their choice, and to using both French and English in all internal and external com- 
munications, as well as in business practices. In 2006, when VIA carried 4.1 million 
passengers, just six complaints were filed with the Office of the Commissioner of 
Official Languages. All were investigated and corrective measures were taken, to 
ensure that VIA continues to provide quality service in both official languages. 


In responding to people and communities in difficult circumstances, VIA also fulfills 
needs that passenger rail is uniquely positioned to address. In 2006, VIA worked 
closely with both the federal and provincial governments to help Canadians flee- 
ing violence in Lebanon. As flights carrying returning Canadians arrived in Toronto 
and Montreal, VIA provided complimentary transportation to individuals and families 
to complete the final leg of 
their journey home. VIA’s 
Moving Forward employees received recog- 
> Respect nition from many, including 

We are human — people who respond with integ- an i ae 
ernment of Ontario, for their 
extraordinary efforts during 


rity to the needs of our customers, 
to each other, and to the people and the crisis. 
communities we serve. 


VIA is also recognized as 
an industry leader work- 
ing with people with disabilities to provide accessible transportation services. In 
2006, VIA created a new cross-functional Accessibility Committee, drawing together 
resources and expertise throughout the company to ensure that VIA continues to 
provide a responsive, accessible service. One of the first priorities for the Commit- 
tee was to establish an external advisory group, helping VIA to engage in a dialogue 
with concerned groups of customers with special needs. | 


On many occasions throughout its history, VIA has provided special services to 
groups and communities who deserve recognition in Canada. In June 2006, VIA 
operated the Chinese Redress Express — a train bringing Canadian Chinese Head Tax 
payers, their families and descendents from Vancouver to Ottawa. The purpose of 
their journey was to witness an historic apology in the House of Commons. 


Finally, in November of 2006, VIA operated two unique trains linked to Remem- 
brance Day. Between 1942 and 1948 some 40,000 war brides and 20,000 children 
came to Canada from Britain and Europe, first touching Canadian soil in Halifax. 
The War Bride Train brought hundreds of surviving war brides and family members 
from across the country back to Halifax to take part in special reunion celebrations. 
Following those celebrations, the Troop Train honoured Canadian veterans, bringing 
them with their families from Halifax to Ottawa for Remembrance Day ceremonies 
in the capital. 
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RESPONSIBLE SERVICE 


ENSURING SAFETY AND SECURITY 


All VIA employees recognize that safety and security are the top priority for travel- 
lers — and that safety can never be taken for granted. VIA Rail has one of the best 
safety records in the business, a testament to our continual efforts to improve safety 
procedures and to remain vigilant with respect to security. 


VIA developed and implemented a comprehensive safety management system, 
in 2001, integrating rules, procedures and responsibilities for safety and making 
safety a top priority for every employee. This system is regularly audited by Trans- 
port Canada, and employees continue to review the system on an ongoing basis to 
provide essential feedback and suggest improvements. As in 2005, safety targets 
and performance measures were aligned with and integrated into VIA’s business 
strategy for 2006. In addition, safety performance is continually monitored by Health 
and Safety committees at all major VIA locations across Canada. These committees 
review annual safety reports and ongoing safety performance data to establish spe- 
cific objectives for improving workplace safety, and to identify issues that require the 
attention of senior management. 


An integral part of the safe- 
ty management system is Moving Forward 
the Hazardous Assessment > Safety 
and Risk Control Strategies 
database, which was re- 
viewed and updated early our customers, ourselves and the 
in 2006. This database is general public. 

consulted by managers to 
identify and mitigate situa- 
tions involving risk to customers, communities or employees. VIA developed a new 
hazard protection program using the database, along with a new training program 
for employees and VIA's Health and Safety committees. 


At the request of employees, VIA introduced an influenza immunization program 
in the fall of 2005. VIA continued the program in the fall of 2006, making flu shots 
universally available to employees on a voluntary basis, free of charge. At the same 
time, the Pandemic Planning Committee, newly created in 2006, focussed on 
developing and monitoring a proactive approach for mitigating the risks for VIA of a 
potential pandemic influenza outbreak in Canada, and ensuring that a rapid response 
plan is in place should one occur. 


A cross-functional team is responsible for reviewing security policies and procedures 
at VIA Rail. The Strategic Security Planning Committee, chaired by the president with 
representatives from all departments and all parts of the passenger rail network, 
works with regulators and industry partners to enhance VIA's security standards, 
and ensure that the best possible facility and operations security procedures are 
implemented at VIA. This committee oversaw further refinements and improve- 
ments to VIA's security practices and procedures in 2006, following an analysis of 
VIA’s security systems by an outside consultant in late 2005. 


We will provide a safe and secure environment for 
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Moving Forward 


THE YEAR IN REVIEW 


As part of this continuing emphasis on efficient and effective security for passenger 
rail, VIA’s Board of Directors approved a Corporate Security Policy in 2006. New 
security standards are currently being developed for VIAs facilities, operations, and 
the Corporation as a whole. : 


AN ENVIRONMENTALLY RESPONSIBLE PASSENGER SERVICE 


Passenger rail is considered one of the safest modes of public transportation avail- 
able today, and one of the most environmentally sustainable. For VIA, managing 
passenger rail responsibly means operating the safest possible service, while con- 
tinually reducing the environmental impact of this mode of transportation. 


VIA'S Environmental Policy commits the company to operating all aspects of its 
business in an environmentally responsible manner. This policy is distributed to all 
employees and shared with contractors, and provides the foundation for VIAs envi- 
ronmental management system. 


A new e-Learning module 
explaining the company’s 


> Environment environmental commitment 


We will actively structure our operations to meet 


and encouraging “green” 
work practices was launched 


the needs of our customers in an environmentally in 2006. This training is sup- 
sustainable and responsible manner. ported by on-going efforts 
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to raise environmental 
awareness both inside and 
outside the Corporation by the new Integrated Risk Management group, and by 
voluntary groups of employees known as Green Teams. In 2006, Green Teams par 
ticipated with other associations and agencies in activities such as Earth Day, Car 
Free Day, Clean Air Day, and the International Youth Summit on Sustainable Urban 
Transportation. 


In 2004 VIA enacted a Green Procurement Guide, which sets guidelines for pur 
chasing environmentally-friendly products and services, and in recent years the 
Corporation has sourced recycled paper for a variety of publications and supplies, 
including napkins, timetables and newsletters. Recycling of plastic, cans, glass and 
newspapers occurs on board and in offices across the network, while used linens 
and uniforms are also repurposed or recycled, with proceeds going to a variety of 
Canadian charities. This year, in an effort to reduce waste, VIA introduced a reusable 
coffee mug for sale to passengers. 


One of VIA’s primary environmental goals is the continued reduction of greenhouse 
gas emissions through reduced fuel consumption. VIA has succeeded in signifi- 
cantly decreasing emissions since 1990, even as the volume of its operations has 
grown. Compared to 1990, VIA operates 20 per cent more trains and carries 18 per 
cent more passengers; in the same period, VIA reduced greenhouse gas emissions 
by 15 per cent. 


RESPONSIBLE SERVICE 


In 2006, improvements were made to the air conditioning of Renaissance sleeper 
cars and the windows of P-42 locomotives to improve their energy efficiency, which 
will in turn have an impact on fuel efficiency. The proposed rebuild of a fleet of 20- 
year-old locomotives and fleet of 25-year-old passenger cars will result in further 
improvements in fuel efficiency. 


As a transportation choice, passenger rail is recognized as one of the most envi- 
ronmentally sustainable options for Canadian travellers. In 2004, rail transportation 
accounted for less than one per cent of Canada's total greenhouse gas emissions, 
or 6,000 kilotons of CO,e.' Of that total, VIA’s operations accounted for 0.03 per 
cent, or 194 kilotons. 


2 


A PARTNER IN THE GLOBAL COMMUNITY 


While VIA‘s operations are based in Canada, the Corporation recognizes that Canada 
is part of a global community, and that the Corporation's actions can affect people in 
other parts of the world. 


In 2006 VIA became the first major transportation company in Canada to serve only 
fair trade certified coffee to its customers. Through cooperation with TransFair Can- 
ada, an independent, not-for-profit certification body for fair trade products, VIA is 
able to guarantee that the coffee served on its trains has been grown according to 
strict environmental standards, and that the farmers and workers who produce the 
coffee have been paid a fair price for the product. VIA hopes that its commitment to 
fair trade will set an example for others, helping to improve the living conditions of 
farmers and workers in other countries. 


VIA also had the opportunity to take the lead in exchanging views, expertise and 
solutions with the international community. In June 2006 VIA hosted the annual 
meeting of the International Union of Railways — the first time this event has been 
hosted outside of Europe — and the 7“ World Congress on Railway Research. Also in 
June, VIA was a partner of the International Economic Forum of the Americas. The 
theme of the Forum — Growing Through Partnership: From Risk to Reward — covered 
a wide range of issues, among them sustainable development. 


International dialogue with communities around the world provides VIA with an op- 
portunity to share information specific to Canada's approach to passenger rail, while 
fostering an open and in-depth discussion of the most important economic, social 
and cultural issues facing society today. 


1 Source: Canada's GHG Inventory, Environment Canada, 2004. CO,e, or carbon dioxide equivalent, is the quan- 
tity of a given greenhouse gas multiplied by its global warming potential. This is the standard unit for comparing 


the degree of harm caused by different greenhouse gasses. 
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CORPORATE GOVERNANCE 


Corporate Governance 


In October 2006, the Government of Canada appointed Mr. Donald A. Wright as 
VIA's Chairman of the Board for a period of three years. The appointment of a per- 
manent Chairman is an important step forward for VIA, and Mr. Wright's extensive 
business experience will be a valuable asset to the Corporation in the challenging 
years ahead. 


The Corporation and its Board of Directors are committed to principles of good gov- 
ernance, and have fully implemented a new governance program over the past few 
years, including a governance “matrix” that clearly defines the Board's roles with 
respect to strategic planning and direction of the Corporation, performance manage- 
ment of executives and directors, succession planning, risk management and finan- 
cial oversight. Training and orientation programs for new Board members continue 
to play an important role in supporting good governance. 


In 2006 the Board worked with an independent consultant to complete an assess- 
ment of Board activities, including an evaluation of relations between the Board, 
VIA management, and the shareholder, of the Board’s focus on governance, and 
of the Board's effectiveness overall. The exercise was very successful, with Board 
members quickly reaching a consensus on the findings of the review. The results 
will help the Board continue to maintain the highest standards in governance for 
the Corporation. 


The Board also completed the development of a new code of ethics for Directors, 
and all members have signed this code. The code reflects the spirit and intent of the 
new Accountability Act, which sets out new standards of transparency and account- 
ability for the officers of Crown corporations. 


WORKPLACE ETHICS 


VIA Rail fully implemented a Code of Conduct for all employees and executive of- 
ficers of the Corporation in 2005. The Code of Conduct is a formal statement of VIA's 
values and business practices, and a promise to serve Canadians with the highest 
standards in ethical behaviour and customer service. It reflects the Corporation's 
dedication to responsible management and governance, and a work environment 
that fosters respect and integrity at all levels of the organization. A revised online 
Code of Conduct training module for employees was developed in 2006, and the first 
annual review of compliance with the Code was completed by the end of the year. 


In 2005 VIA retained the services of an independent, third-party compliance officer, 
ensuring that employees are free to raise concerns about VIA's operations with the 
assurance that those concerns will be recognized and resolved fairly. 


MANAGEMENT DISCUSSION AND ANALYSIS 


Management Discussion 
and Analysis 


This discussion and analysis presents data and comments on the Corporation's 
financial position and results of operations for the year 2006. It should be read in 
conjunction with the consolidated financial statements, which follow, as well as the 
Year at a Glance on page 1. 


In April 2006, as part of its mandate to provide passenger rail service in Canada, 
the Corporation entered into an operating agreement with the Keewatin Railway 
Company ("KRC") to provide a financial contribution to KRC for the purposes of 
operating passenger rail services and essential freight to the communities in 
Northern Manitoba served by KRC. KRC is a Variable Interest Entity (VIE) to the 
Corporation given that the Corporation is the primary beneficiary exposed to a 
majority of the risk of loss from KRC's activities. The Corporation has therefore 
consolidated the financial statements of KRC. In 2006, the financial contribution 
provided by the Corporation to KRC amounted to $2.0 million. (See note 11 in the 
consolidated financial statements.) 


OVERVIEW OF FINANCIAL RESULTS 


EXCLUDING THE FINANCIAL RESULTS OF THE VARIABLE INTEREST ENTITY. 


Following two consecutive years of exceptional financial performance, VIA once again 
generated impressive financial results in 2006. Bottom line figures reflect a solid 
increase in revenues, organization-wide efforts to reduce costs, and several one-time 
events. Despite the pressures of turbulent travel markets and rising operating costs, 
the Corporation reduced its net operating deficit substantially compared to budget. 
There was a modest increase in the operating deficit as compared to last year. 


VIA began 2006 with the knowledge that, in the absence of other sources of fund- 
ing, it would be necessary to draw on internal resources to meet operational and 
minimal capital requirements for the year. This challenge was met through a solid 
increase in passenger revenues versus 2005, combined with revenue from a one- 
time recognition of capital gains in VIA’s Asset Renewal Fund investment port-folio, 
which brought total revenues in 2006 to an all-time high of $297.1 million. This is 
$11.3 million (or 4 per cent) higher than budget and $7.3 million (or 3 per cent) higher 
than last year. 


These higher revenues were matched with lower than projected operating expenses 
due to careful management of costs across the organization. This enabled the 
Corporation to end its financial year with an operating deficit of $178.4 million — an 
increase of $2.5 million (or 1 per cent) compared to last year, but a reduction of 
$14.2 million (or 7 per cent) compared to budget. 


Annual operating funding for passenger rail from the federal government has ranged 
from $181 million to $154 million since 1999. In recent years the Corporation has 
had to use the Asset Renewal Fund to make up the difference between govern- 
ment operating funding available and the actual operating funding required. In 2006, 
due to the significant one-time revenues and rigorous cost controls, VIA was able 
to reduce the funding shortfall and therefore the amount of funding required from 
the Asset Renewal Fund, to $9.4 million. This is $14.2 million (or 60 per cent) better 
than anticipated. 
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MANAGEMENT DISCUSSION AND ANALYSIS 


REVENUE AND RIDERSHIP 


Passenger revenue continued to grow in 2006, even though growth was constrained 
by a slight decline in ridership in a weak and highly competitive travel market. Early in 
the year, Canadians’ winter travel patterns had begun to shift to destinations outside 
the country. Later, faced with rising costs of Canadian destinations due in part to the 
strong Canadian dollar, U.S. and overseas travellers began redirecting their vacation 
trips elsewhere, leaving capacity unfilled during summer months. 


To offset this situation, VIA concentrated on managing yield to stimulate domestic 
travel, realigning fares to better match market conditions. A more flexible VIA 7 Cor 
ridor fare plan was introduced in the spring, building on the simplified Comfort class 
fares introduced in 2005. The market responded positively to this initiative, produc- 
ing an immediate increase in ridership which continued through the rest of the year. 
Western Canada tourism also began to recover in August, reversing in part earlier 
losses in VIA‘s long distance markets. 


Overall, revenue per passengermile increased to 30.3 cents, almost 6 per cent 
higher than 2005. Total passenger revenues increased $11 million over 2005 to reach 
$266.6 million, a 4 per cent increase that, while substantial, fell 2 per cent short of 
budget targets. Passenger ridership slipped back slightly from the 4.1 million trips 
recorded last year, while passengermiles, at 874 million, fell 1 per cent as a result 
of the weak demand for long distance travel — with particularly acute declines in 
Eastern Canada throughout the year. 


VIA's success in maintaining revenue growth throughout 2006 reflects its strong 
customer focus — supported by the creative application of technology to communi- 
cate with our customers and simplify their travel planning. As more of the travel 
trade moves online, VIA is enhancing its web site to attract both consumers and 
business users: customers can register and create personalized travel profiles; 
and travel agents are able to book space directly, rather than making more costly 
arrangements through third-parties. As a result of the features introduced during 
2006, VIA‘s online sales increased for the fifth consecutive year — growing by 30 per 
cent, reaching close to $90 million and accounting for about one third of total sales. 


OPERATING COSTS 


EXCLUDING THE FINANCIAL RESULTS OF THE VARIABLE INTEREST ENTITY. 


Total operating costs in 2006 were favourably influenced by a number of one-time 
factors, and by a concerted effort to contain costs across the organization. These 
factors resulted in expenses that were under budget by $3.0 million, or 1 per cent. 
As a result, total operating expenses increased by only 2 per cent, or $9.8 million, 
compared to 2005. 


Train operating costs (particularly fuel) and compensation were the major source 
of increased costs versus 2005. The effects of higher fuel prices were significantly 
attenuated by the use of hedging techniques, which sheltered the Corporation from 
the full impact of increases in the price of fuel. 


MANAGEMENT DISCUSSION AND ANALYSIS 


Changing financial conditions affecting the pension plan for VIA's unionized employees 
also influenced operating costs. As required by the Income Tax Act, the Corporation 
did not contribute to the unionized plan for a number of years. However, given a mod- 
est deterioration in the financial position of the plan, VIA elected to resume contribu- 
tions in the second half of 2005. In 2006, the contribution to the unionized pension 
plan was $13.5 million for the full year (versus $5 million in 2005 for a partial year). 


VIA benefited from two unbudgeted recoveries of prior year expenses in 2006: a 
recovery of prior year capital taxes and a recovery of accident costs incurred in 2005. 
Together, these served to reduce 2006 operating costs by $6.7 million. 


The modest yearoveryear increase in overall operating costs also demonstrates the 
impact of the Corporation's stringent control of costs. VIA faced rising fuel prices, 
and inflation induced increases in labour, utilities, and other areas. Despite these 
pressures, expenses for compensation and train operations, including fuel and sta- 
tion and property expenses, were below budget in 2006. 


Marketing and sales expenses, as well as on-train product costs, increased over last 
year and were higher than budget. Increased marketing and sales expenses were 
due to higher spending on advertising and promotion, necessary to address intense 
competition, especially in the Corridor. In addition to inflation, increased V/A 7 pas- 
senger traffic in the Corridor drove up product delivery costs, as food and beverages 
are included in the price of these first class tickets. 


CAPITAL EXPENDITURES 


EXCLUDING THE FINANCIAL RESULTS OF THE VARIABLE INTEREST ENTITY. 


No new capital or operating funding was approved for passenger rail in 2006. A 
significant portion of the revenues from the Asset Renewal Fund were thus required 
to address operating funding shortfalls, with the rest dedicated to a modest capital 
program. 


VIA spent $14.5 million on capital expenditures in 2006 (funded entirely through 
the Asset Renewal Fund), which is $3.5 million less than planned. Slightly more 
than half of this year’s capital spending was devoted to equipment-related projects. 
These included the prototypes of the rebuilt F-40 locomotive and the rebuilt LRC car 
that will serve as the basis for a planned future program to rebuild these two fleets. 
The balance of the 2006 spending was largely devoted to information technology 
projects (26 per cent) and station upgrading projects (19 per cent). 


VIA will carry the $3.5 million of unspent capital funding forward to 2007 to fund the 
expenditures deferred from 2006, as well as new capital projects. 
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MANAGEMENT DISCUSSION AND ANALYSIS 


ON-TIME PERFORMANCE 


2006 saw improvements in on-time performance for the second year in a row. Overall 
on-time performance reached 84 per cent for 2006, a 3 percentage point improve- 
ment over 2005. 


VIA tracks delay minutes and distinguishes between those caused by its own 
operations, and those attributable to infrastructure owners or other third parties. 
The Corporation has substantially reduced those delays under its direct control. 
In 2006, equipment maintenance delays in the Quebec City-Windsor corridor 
dropped 28 per cent lower than in 2005, and passengers experienced fewer service 
disruptions related to mechanical failures. In addition, VIA’s Customer Experience 
and Operations teams achieved a 13 per cent reduction in non-mechanical delay 
minutes compared to 2005. 


The Western transcontinental service achieved an improvement in delay minutes, 
which decreased by 15 per cent compared to 2005, thanks to close cooperation with 
other railroad companies in controlling the impact of increased freight congestion on 
passenger train operations. 


Overall on-time performance on the Eastern transcontinental service improved by 
15 percentage points from 2005, reaching 74 per cent. Delay minutes improved 
by 38 per cent, due largely to good weather conditions, fewer slow orders, and 
reduced freight traffic. The best performance was achieved in the eastern half of the 
Corridor (between Toronto and Quebec City), where on-time performance reached 
90 per cent. 


However, this year over year improvement disguises the fact that in 2005 VIA added 
time to its Corridor schedules to accommodate work programs. Longer trips have 
the potential to undermine customer satisfaction and loyalty in VIA’s busiest region, 
where travellers are especially time sensitive. Slower trains and erratic on-time per 
formance pose a serious challenge as VIA faces competition from other modes. 


OUTLOOK FOR 2007 


VIA‘’s Moving Forward plan, with its clear focus on the customer, has helped the 
national passenger rail service adapt to changing market conditions and achieve 
strong financial results over the past three years. VIA will continue to achieve strong 
results in 2007 by maintaining this focus, striving to be the Canadian leader of service 
excellence in passenger transportation — anticipating, meeting and exceeding the 
needs of its customers. 


Success will depend on responding to future shifts in market demand, particularly 
in Central and Eastern Canada, a volatile marketplace characterized by aggressive 
price competition. Domestic travel markets will be the key to revenue growth in 
2007. Forecasts from the Canadian Tourism Commission and the Conference Board 
of Canada suggest that 2007 will see a modest increase in domestic travel, particu- 
larly business travel, while travel demand from the U.S. and overseas markets will 
continue to be weak — with a decline in travellers from the U.S. 


MANAGEMENT DISCUSSION AND ANALYSIS 


To meet these challenges, VIA will further refine its service delivery, marketing and 
pricing strategies, ensuring that they remain responsive to customer needs and 
opportunities for growth. 


The corporate realignment undertaken in 2006, which integrated all aspects of ser- 
vice design, development, marketing and delivery in order to enhance value to the 
customer, will provide the framework for re-energizing VIA’s entire organization in 
2007. New teams and fresh ideas will help to marshal the company’s resources, and 
enable its people to develop more innovative products and services. Creativity and 
flexibility will be critical to ensure that VIA continues to offer the right kind of service 
and the highest possible value to Canadian travellers. 


At the same time, VIA must continue to address the pressure of rising costs. Rigor 
ous cost controls will continue to reduce expenses, while efforts to’ increase pro- 
ductivity will focus on enhancing the talents of VIA’s people, developing innovative 
applications of technology, and exploring new entrepreneurial initiatives to further 
increase the Corporation's level of self-sufficiency. 


Without investment to overhaul equipment and to upgrade the rail infrastructure and 
other assets, there is a significant risk that customer satisfaction and ridership will 
deteriorate. This risk remains a primary concern for VIA Rail in 2007. The Corporation 
is working closely with the Government of Canada to develop a plan that will address 
both operating and capital funding needs of passenger rail for the future. This plan 
will ensure that Canada’s national passenger rail service can continue to meet the 
needs of Canadian travellers in the future. 
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Consolidated 
Financial Statements 


CONSOLIDATED FINANCIAL STATEMENTS 


Management's 
Responsibility Statement 


YEAR ENDED DECEMBER 31, 2006 


Management of the Corporation is responsible for the preparation and integrity of 
the consolidated financial statements contained in the Annual Report. These con- 
solidated statements have been prepared in accordance with Canadian generally 
accepted accounting principles and necessarily include certain amounts that are 
based on management's best estimates and judgement. Financial information con- 
tained throughout the Annual Report is consistent with that in the consolidated fi- 
nancial statements. Management considers that the consolidated statements pres- 
ent fairly the financial position of the Corporation, the results of its operations and 
its cash flows. 


To fulfill its responsibility, the Corporation maintains systems of internal controls, 
policies and procedures to ensure the reliability of financial information and the 
safeguarding of assets. The internal control systems are subject to periodic reviews 
by Samson Bélair/Deloitte & Touche, s.e.n.c.rl., as internal auditors. The external 
auditors, the Auditor General of Canada and Ernst & Young LLP have audited the 
Corporation's consolidated financial statements for the year ended December 31, 
2006, and their report indicates the scope of their audit and their opinion on the 
consolidated financial statements. 


The Audit and Risk Committee of the Board of Directors, consisting primarily of 
independent Directors, meets periodically with the internal and external auditors 
and with management, to review the scope of their audits and to assess reports on 
audit work performed. The consolidated financial statements have been reviewed 
and approved by the Board of Directors on the recommendation of the Audit and 


Risk Committee. 


hc (Se CHERS fo— 


Paul Côté Robert St-Jean 


President and Chief Executive Officer Chief Financial and Administration Officer 


MONTREAL, CANADA 
FEBRUARY 8, 2007 
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CONSOLIDATED FINANCIAL STATEMENTS 


Auditors Report 


TO THE MINISTER OF TRANSPORT, INFRASTRUCTURE 
AND COMMUNITIES 


We have audited the consolidated balance sheet of VIA Rail Canada Inc. as at 
December 31, 2006 and the consolidated statements of operations and retained 
earnings and cash flows for the year then ended. These financial statements are the 
responsibility of the Corporation's management. Our responsibility is to express an 
opinion on these financial statements based on our audit. 


We conducted our audit in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material mis- 
statement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assess- 
ing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Corporation as at December 31, 2006 and the 
results of its operations and its cash flows for the year then ended in accordance 
with Canadian generally accepted accounting principles. As required by the Finan- 
cial Administration Act, we report that, in our opinion, these principles have been 
applied on basis consistent with that of the preceding year. 


Further, in our opinion, the transactions of the Corporation that have come to our no- 
tice during our audit of the financial statements have, in all significant respects, been 
in accordance with Part X of the Financial Administration Act and regulations, the 
Canada Business Corporations Act and articles and the by-laws of the Corporation. 


eee fe ODE PP ore 


Ernst & Young LLP Sheila Fraser, FCA 


Chartered Accountants Auditor General of Canada 


MONTREAL, CANADA 
FEBRUARY 8, 2007 


CONSOLIDATED FINANCIAL STATEMENTS 


CONSOLIDATED BALANCE SHEET 


AS AT DECEMBER 31 
IN THOUSANDS 
Current Assets 
Cash and cash equivalents Ge PBI 
Accounts receivable, trade 6,723 
Accounts receivable, prepaid and other 1,514 
Derivative financial instruments (NOTE 12) 5,678 
Materials 16,105 
Asset Renewal Fund {NOTE 2) 37,700 
70,341 
Long-term assets | 
Property, plant and equipement (NOTE 3) 571,012 
Asset Renewal Fund {NOTE 4) 68,489 
Accrued benefit asset (NOTE 6) 177,245 
Derivative financial instruments (NOTE 12) 6,587 
Other 986 
824,319 
$ 894,660 
Current liabilities | 
Account payable and accrued liabilities {NOTE 5 AND 12) $ 99,207 
Deferred revenues 9,473 
108,680 
Long-term liabilities 
Accrued benefit liability (NOTE 6) 21,805 
Future corporate taxes (NO/E 7) 35,408 
Deferred investment tax credits AN 2688 
Other 568 
60,420 
Deferred capital funding (Noir €) 578,733 
Shareholder's equity 
Share capital {NOTE 9) 9,300 | 
Contributed surplus 4,963 
Retained earnings 132,564 
| 146,827 
$ 894,660 
Commitments and Contingencies (Note 10 and 16 respectively) See ene ‘aes er financial statements 
On behalf of the Board, 
Lavage Lo OA 
Kenneth Savage, CA, CFP Donald A. Wright 
Director and Chairman of the Audit Director and Chairman of the Board 


and Risk Committee 
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CONSOLIDATED FINANCIAL STATEMENTS 


CONSOLIDATED STATEMENT OF 
OPERATIONS AND RETAINED EARNINGS 


YEAR ENDED DECEMBER 31 
IN THOUSANDS 


Revenues 
Passenger 
Investment income 
Other 


Expenses 

Compensation and benefits 

Train operations and fuel (NOTE 12) 
Stations and property 

Marketing and sales 
Maintenance material 

On-train product costs 

Operating taxes 

Employee future benefits (NOTE 6) 


Amortization and losses on write-down and disposal 
of property, plant and equipement 


Other 


Operating loss before funding from the 
Government of Canada and corporate taxes 


Operating funding from the Government of Canada 
Amotization of deferred capital funding {NOTE 8) 
Income before corporate taxes 

Corporate tax expense (NOTE 7) 

Net income for the year 

Retained earnings, beginning of year 

Retained earnings, end of year 


See accompanying notes to consolidated financial statements 


$ 255,593 
22,017 
12,150 
289,760 


210,825 
97,091 
27,818 
27,120 

23,964 
17,359 
11,394 
(14,043) 


59,599 
31,025 
492,152 


202,392 
169,001 
57,633 
24,242 
1,983 
22,259 
110,305 
$ 132,564 


CONSOLIDATED FINANCIAL STATEMENTS 


CONSOLIDATED STATEMENT OF CASH FLOWS 


YEAR ENDED DECEMBER 31 
IN THOUSANDS 


Operating activities 


Net income for the year $ 22,259 
Non-cash items relating to operations: 
Amortization of property, plant and equipment 59,336 
Losses on write-down and disposal of property, 
plant and equipment 610 
Gain on disposal of Asset Renewal Fund investments (7,073) 
Amortization of premium and discount on purchase 
of bonds in the Asset Renewal Fund 187 
Amortization of invesment tax credits (347) 
Amortization of deferred capital funding (57,633) 
Future corporate taxes 1,576 
Unrealized net loss (gain) on derivative 
financial instruments (5,827) 
Change in non-cash working capital related to operations 13,720 
Change in other long-term assets 3,766 
Change in accrued benefit asset (31,317) 
Change in accrued benefit liability 2,460 
Change in other long-term liabilities (67) 
1,650 
Financing activities 
Capital funding 700 
700 
Investing activities 
Acquisition of investments in the Asset Renewal Fund (307,660) 
Proceeds from sale and maturity of investments 
in the Asset Renewal Fund 319,063 
Acquisition of property, plant and equipment (21,198) 
Proceeds from disposal of property, plant equipment 252 
(9,543) 
Cash and cash equivalents 
Increase (decrease) during the year (7,193) 
Balance, beginning of year ' 9,814 
Balance, end of year $ 2,621 
Represented by: 
Cash $ 126 
Short-term investments, 4.30%, maturing in | 
January 2007 (2005: 3.28%) 2,495 
$ 2,671 


See accompanying notes to consolidated financial statements 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Notes to Consolidated 
Financial Statements 


AS AT DECEMBER 31, 2006 


1. AUTHORITY AND OBJECTIVES 


VIA Rail Canada Inc. is a Crown corporation named in Part | of Schedule III to the 
Financial Administration Act. |t was incorporated in 1977, under the Canada Business 
Corporations Act. The Corporation's vision is to be the Canadian leader in service 
excellence in passenger transportation with a mission to work together to provide 
travel experiences that anticipate the needs and exceed the expectations of our cus- 
tomers. The Corporation uses the roadway infrastructure of other railway companies 
and relies on them to control train operations. 


The Corporation is not an agent of Her Majesty and is subject to income taxes. 


The Corporation has one operating segment, passenger transportation and related 
services. 


2. ACCOUNTING POLICIES 


These consolidated financial statements have been prepared by management in 
accordance with Canadian generally accepted accounting principles. The significant 
accounting policies followed by the Corporation are surnmarized as follows: 


A | VARIABLE INTEREST ENTITIES 


These consolidated financial statements include the financial statements of the Cor 
poration and as required by Accounting Guideline 15 “Consolidation of Variable Inter 
est Entities” (“AcG-15"), the financial statements of the Keewatin Railway Company 
("“KRC"), a variable interest entity (VIE). AcG-15 requires the consolidation of VIEs if 
a party with an ownership, contractual or other financial interest in the VIE (a variable 
interest holder) is exposed to a majority of the risk of loss from the VIE's activities, 
is entitled to receive a majority of the VIE's residual returns (if no party is exposed to 
a majority of the VIE's losses), or both (the primary beneficiary). Upon consolidation, 
the primary beneficiary generally must initially record all of the VIE's assets, liabili- 
ties and non-controlling interests at fair value at the date the enterprise became the 
primary beneficiary (See note 11). The Corporation revises its initial determination 
of the accounting for VIES when certain events occur, such as changes in governing 
documents or contractual arrangements. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
2. ACCOUNTING POLICIES (CONT'D) 


B | FUNDING FROM THE GOVERNMENT OF CANADA 


Operating funding, which pertains to services, activities and other undertakings of 
the Corporation for the management and operation of railway passenger services 
in Canada, is recorded as a reduction of the operating loss. The amounts are deter 
mined on the basis of operating expenses less commercial revenues excluding unre- 
alized gains and losses on derivative financial instruments, employee future benefits 
and non-cash transactions relating to property, plant and equipment and future cor 
porate taxes, and are based on the operating budget approved by the Government 
of Canada for each year. 


Funding for depreciable property, plant and equipment is recorded as deferred capi- 
tal funding on the Consolidated Balance Sheet and is amortized from the acquisition 
date on the same basis and over the same periods as the related property, plant and 
equipment. Upon disposition of the funded depreciable property, plant and equip- 
ment, the Corporation recognizes into income all remaining deferred capital funding 
related to the property, plant and equipment. Funding for non-depreciable property, 
plant and equipment is recorded as contributed surplus. 


C | CASH EQUIVALENTS 


Cash equivalents include highly liquid investments purchased three months or less 
from maturity and are carried at lower of cost or market value. 


D | ASSET RENEWAL FUND 


Short-term investments are carried at the lower of cost or market value, determined 
on an aggregate basis. 


The other investments in the Asset Renewal Fund are carried at cost. The carrying 
value of each of these investments is assessed periodically to determine if there 
has been an other than temporary decline in value. A charge to income is recorded 
during the period in which such a decline in value is determined. 


E | REVENUE RECOGNITION 


Revenues earned from passenger transportation are recorded as services are ren- 
dered. Amounts received for train travel not yet rendered are included in current 
liabilities as deferred revenues. Investment income and other revenues which in- 
cludes third party revenues are recorded as they are earned. 


F| FOREIGN CURRENCY TRANSLATION 


Accounts in foreign currencies are translated using the temporal method. Under this 
method, monetary Balance Sheet items are translated at the exchange rates in ef- 
fect at yearend. Gains and losses resulting from the changes in exchange rates are 
reflected in the Consolidated Statement of Operations and Retained Earnings. 


Non-monetary Balance Sheet items as well as foreign currency revenues and ex- 
penses are translated at the exchange rate in effect on the dates of the related 
transactions. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
2. ACCOUNTING POLICIES (CONT'D) 


G | MATERIALS 


Materials, consisting primarily of items used for the maintenance of rolling stock, 
are valued at the lower of weighted average cost and replacement cost, and at net 
realizable value for obsolete materials. 


H | PROPERTY, PLANT AND EQUIPMENT 


Property, plant and equipment acquired from Canadian National Railway and Ca- 
nadian Pacific Limited at the start of operations in 1978 were recorded at their net 
transfer values while subsequent acquisitions, including those acquired under capi- 
tal leases, are recorded at cost. 


The costs of refurbishing and rebuilding rolling stock and costs associated with other 
upgrading of property, plant and equipment are capitalized if they are incurred to 
improve the service value or extend the useful lives of the property, plant and equip- 
ment concerned; otherwise, such costs are expensed as incurred. 


Retired property, plant and equipment are written down to their net realizable value. 


Amortization of property, plant and equipment is calculated on a straight-line basis 
at rates sufficient to amortize the cost of property, plant and equipment, less their 
residual value, over their estimated useful lives, as follows: 


Rolling stock 

Maintenance buildings 
Stations and facilities 
Infrastructure improvements 
Leasehold improvements 
Machinery and equipment 


Information systems 


Other property, plant and equipment 


No amortization is provided for projects in progress and retired property, plant and 
equipment. 


|| CORPORATE TAXES 


The Corporation utilizes the liability method of accounting for corporate taxes under 
which future corporate tax assets and liabilities are recognized for the estimated 
future tax consequences attributable to differences between the financial state- 
ment carrying amount and the tax basis of assets and liabilities. Future corporate 
tax assets and liabilities are measured using substantively enacted rates that are 
expected to apply for the year in which those temporary differences are expected 
to be recovered or settled. The effect on future corporate tax assets and liabilities of 
a change in tax rates is recognized in earnings in the period that includes the enact- 
ment date. Future corporate tax assets are recognized to the extent that realization 
is considered more likely than not. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
‘2. ACCOUNTING POLICIES (CONT'D) 


J | INVESTMENT TAX CREDITS 


Investment tax credits are recognized when qualifying expenditures have been 
made, provided there is reasonable assurance that the credits will be realized. They 
are amortized over the estimated useful lives of the related property, plant and 
equipment. The amortization of deferred investment tax credits is recorded as a 
reduction of the amortization of property, plant and equipment. These credits are 
included in other long-term liabilities. 


K | EMPLOYEE FUTURE BENEFITS 


The Corporation accrues obligations under its employee future benefit plans. 


The cost of pension and other employee future benefits earned by employees is 
actuarially determined using the projected benefit method prorated on services and 
management's best estimate of expected plan investment performance, salary es- 
calation, retirement ages of employees and expected health care costs. 


For the purpose of calculating the expected return on plan assets, those assets are 
valued at market value. 


On January 1, 2000, the Corporation adopted the new accounting standard on em- 
ployee future benefits using the prospective application method. The Corporation is 
amortizing the transitional asset on a straight-line basis over 13 to 14 years, which 
was the average remaining service lives of the active employee groups at the time. 


Past service costs are amortized on a Straight-line basis over the expected average 
remaining service lives of the active employee groups which was, in most cases, 
estimated to be 11 years at the time. 


For the pension plans, the excess of the accumulated net actuarial gain or loss over 
10 per cent of the greater of the accumulated benefit obligation and the fair value of 
plan assets is amortized on a straight-line basis over the average remaining service lives 
of the active employee groups which is, in most cases, estimated to be 12 years. 


The Corporation's obligations for worker’s compensation benefits are based on 
known awarded disability and survivor pensions and other potential future awards 
with respect to accidents that occurred up to the fiscal yearend. The Corporation is 
self-insured. The actuarial determination of these accrued benefit obligations uses 
the projected benefit method. This method incorporates management's best esti- 
mate of cost escalation as well as demographic and other financial assumptions. 
Management's best estimate also takes into account the experience and assump- 
tions of provincial workers’ compensation boards. The actuarial gains or losses are 
amortized over a seven-year period, the average duration of these obligations. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
2. ACCOUNTING POLICIES (CONT'D) 


L | DERIVATIVE FINANCIAL INSTRUMENTS 


Derivative financial instruments such as swaps, call options and forward foreign ex 
change contracts, are utilized by the Corporation in the management of its exposure 
to changes in fuel prices for up to 80 per cent of its consumption. The Corporation 
does not enter into derivative financial instruments for trading or speculative pur 
poses. The Corporation does not currently apply hedge accounting on these deriva- 
tive financial instruments. 


Derivative financial instruments are recognized on the Consolidated Balance Sheet 
at inception and removed when they expire or are terminated. On the inception, 
each derivative is recognized at fair value as either an asset or a liability on the 
Consolidated Balance Sheet and changes in fair value are recognized in the train 
operations and fuel expenses. Derivative financial instruments with a positive fair 
value are reported as derivative financial instrument assets and derivatives with a 
negative fair value are reported as part of accounts payable and accrued liabilities or 
other long-term liabilities. 


M | MEASUREMENT UNCERTAINTY 


The preparation of consolidated financial statements in accordance with Canadian 
generally accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities as well 
as revenues and expenses and the disclosure of contingent assets and liabilities. 
The most significant estimates involve the recognition of liabilities and other claims 
against the Corporation, the fair value of financial instruments, employee future ben- 
efits, future corporate taxes as well as the useful life of property, plant and equip- 
ment. Actual results could differ from these estimates and such differences could 
be material. 


N | VIA PREFERENCE PROGRAM 


The incremental costs of providing travel awards under the Corporation's VIA Pré- 
férence frequent traveller reward program are accrued as the entitlements to such 
awards are earned and are included in accounts payable and accrued liabilities. 


0 | NON-MONETARY TRANSACTIONS 


Non-monetary transactions are recorded at the estimated fair value of the goods 
or services received or the estimated fair value of the services given, whichever is 
more reliably determinable. Revenues from non-monetary transactions are recog- 
nized when the related services are rendered. Expenses resulting from non-mon- 
etary transactions are recognized during the period when goods or services are 
provided by third parties. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


3. PROPERTY, PLANT AND EQUIPMENT 


IN MILLIONS OF DOLLARS 


ACCUMULATED ACCUMULATED 
COST AMORTIZATION NET COST AMORTIZATION NET 
Land 5.7 - 5.7 5.0 - 5.0 
Rolling stock 772.0 448.5 323.5 746.9 413.4 33810 
Maintenance buildings 181.8 133.0 48.8 1818 124.6 672 
Stations and facilities 45.1 28.6 16.5 44.2 26.6 17.6 
Infrastructure improvements 147.8 53.9 93.9 ! 1414 50.1 91.3 
Leasehold improvements 114.2 90.2 240 113.0 87.4 25.6 
Machinery and equipment 35.5 29.5 6.0 34.2 28.5 b./ 
Information systems - 46.2 43.0 3.2 44 | 39.9 42 
Other property, plant : 
and equipment 20.4 19.4 1.0 20.2 11978 0.9 
1,368.7 846.1 522.6 1,330.8 789.8 541.0 
Projects in progress 101 28.7 
Retired property, plant and | 
equipment (AT NET REALIZABLE VALUE) 04 (es 
533.1 571.0 


Projects in progress as at December 31, 2006, primarily consist of rolling stock for 
$4.0 million (2005: $23.4 million) and improvements to infrastructure and informa- 
tion systems for $4.7 million (2005: $3.1 million). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


4. ASSET RENEWAL FUND 


The Corporation has been authorized by the Treasury Board of the Government of 
Canada to segregate proceeds from the sale or lease of surplus assets as well as 
up to $5 million of annual funding approved but not expended during the fiscal year 
to 2006. 


The Asset Renewal Fund includes the following investment instruments: 


IN MILLIONS OF DOLLARS 
er rl 
MARKET MARKET 
COST VALUE COST — VALUE 
Government of Canada bonds - - ! 18.2 25.0 
Other Canadian bonds and debentures - - | 16.1 17.6 
Pooled equity unit trust - - 58.4 61.7 
Cash and short-term investments 77.1 77.1 | 13.5 1925 
77.1 77.1 106.2 117.8 
Expected cash drawdown 22.0 37.7 
Long-term portion 55.1 | 68.5 


During the year ended December 31, 2006, the Treasury Board approved the use of 
the Asset Renewal Fund to fund $9.4 million of the 2006 operating deficit and $14.5 
million of the 2006 capital expenditures. 


The short-term portion of the Asset Renewal Fund presented as Current Assets 
represents the amount of cash that the Corporation expects to draw from the fund 
in 2007 for operating expenses and capital expenditures. 


The weighted average effective rate of return on short-term investments as at De- 
cember 31, 2006, was 4.38 per cent (2005: 5.10 per cent) and the weighted average 
term to maturity as at December 31, 2006, is one month (2005: 7 years). 


The market value of short-term investments is based on the current bid price at the 
Consolidated Balance Sheet date. 


The Asset Renewal Fund is invested in 21 short-term money market funds that have 
a rating of “R-1 low” or higher. The diversification in short term securities is pro- 
vided by limiting to 10 per cent or less the percentage of the market value of the 
Asset Renewal Fund assets invested in securities of a single issuer. 


The Corporation is subject to credit risk from its holdings of the Asset Renewal Fund. 
The Corporation minimizes its credit risks by adhering to the Minister of Finance of 
Canada Financial Risk Management Guidelines for Crown Corporations and the Cor 
porate Investment Policy and by investing in high quality financial instruments. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


5. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 


The Accounts payable and accrued liabilities include the following: 


IN MILLIONS OF DOLLARS 


Accrued liabilites 27.8 | Biles 
Wages payable and accrued 31.9 | 3107 
Trade payables 25.5 | 25.0 
Capital tax, income tax and other taxes payable 8.2 | 7.6 
Derivative financial instruments 0.5 | de 

Current portion of network restructuring | 
and reorganization accrual 0.6 | 1.7 
Other 02 | 0.1 
94.7 99.2 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


6. EMPLOYEE FUTURE BENEFITS 


The Corporation provides a number of funded defined benefit pension plans as well 
as unfunded post retirement and post-employment benefits that include life insur 
ance, health coverage and self insured Workers’ Compensation benefits, to all its per 
manent employees. The actuarial valuations for employee future benefits are carried 
out by external actuaries who are members of the Canadian Institute of Actuaries. 


The defined benefit pension plans are based on years of service and final average 
salary. 


Pension benefits increase annually by 50 per cent of the increase in the Consumer 
Price Index in the 12 months ending in December subject to a maximum increase of 
3 per cent in any year. 


The latest actuarial valuation for the post-retirement unfunded plan was carried out as 
at July 31, 2004. The next actuarial valuation will be carried out as at July 31, 2007 


The latest actuarial valuation for the post-employment unfunded plan was carried out 
as at August 31, 2004. The next actuarial valuation will be carried out as at August 
Sil), ADO 


The latest actuarial valuation for the self-insured workers’ compensation benefits was 
carried out as at January 1, 2004. The next actuarial valuation will be carried out as at 
January 1, 2007 and will be available in September 2007 


The latest actuarial valuations of the pension plans were carried out as at December 
31, 2004. The next actuarial valuation will be carried out as at December 31, 2007 and 
will be available in June 2008. 


The actuarial valuation of the Supplemental Executive Retirement Plan is carried out 
annually. The last actuarial valuation was carried out as at December 31, 2006. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
6. EMPLOYEE FUTURE BENEFITS (CONT'D) 


Based on these actuarial valuations and projections to December 31, the summary 
of the principal valuation results, in aggregate, is as follows: 


IN MILLIONS OF DOLLARS 
sun oem 
| 
2006 2005 | 2006 2005 

Accrued benefit obligation: 

Balance at beginning of year 1,511.4 1,351.6 29.8 2725 
Current service cost 26.0 20.0 4. 45 
Employee contributions 9.6 9.8 - 

Interest cost 748 76.3 15 16 
Benefits paid (90.0) (79.8) (6.0) (5.8) 
Net transfer in 0.2 - - 

Special termination benefits - ‘oud - 0.1 
Actuarial (gain) loss 0.8 131.7 (0.3) 13 

Accrued benefit obligation atthe endofyear = 1,532.8 1,511.4 29.7 29.8 

Fair value of plan assets: 

Balance at beginning of year 1,659.0 1,465.2 - 

Actual return on plan assets 183.3 2556 | - 
Employer contributions 15.1 TS 6.0 5.8 
Employee contributions 9.6 9.8 - 
Net transfer in 0.2 - - 
Benefits paid (90.0) (79.8) (6.0) (5.8) 
Balance at end of year 1,777.2 1,659.0 - 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
6. EMPLOYEE FUTURE BENEFITS (CONT'D) 


The percentage of the fair value of the total pension plan assets by major category as 
at December 31 was as follows: 


Equity securities (public market) 57.3% 57.2% 

Fixed income securities (public market) 32.6% | 34.1% 

Private equity, hedge funds and other 10.0% | 75% 

Real estate 0.1% 1.2% 
AILLION DOLLAR 


2006 2005 : 2006 2005 


Reconciliation of the funded status: 


Fair value of plan assets 1,777.2 1,659.0 | - = 
Accrued benefit obligation 15328 15114 | 297 298 
Funded status of plans - surplus (deficit) 244.4 147.6 (29.7) (29.8) 
Unamortized past service costs 2.7 aa LI 0.5 0.5 
Unamortized transitional (asset) obligation (217.9) (250.3) — 43 6.8 
2309 1772 (237) (209) 
Network restructuring long-term liability - - (0.8) (0.9) 
Accrued benefit asset (liability) 2309 172 | (245) (218) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
6. EMPLOYEE FUTURE BENEFITS (CONT'D) 


IN MILLIONS OF DOLLARS 


2006 2005 | 2006 2005 

Elements of defined benefit 
costs recognized in the year: 
Current service cost 26.0 20.0 47 45 
Interest cost 74.8 76.3 1.5 1.6 
Actual return on plan assets (183.3) (256.3) - - 
Actuarial losses (gains) 0.8 131.7 (0.3) ies 
Special termination benefits - 1.8 - 0.1 
Elements of employee future benefits 
(income) costs before adjustment 
to recognize the long-term nature 
of these costs (81.7) (26.5) 5.9 8.1 
Adjustments to recognize the long-term 
nature of employee future benefits costs: 
Differences between: 
>» Expected return and actual return 

on plan assets for the year 66.1 153.1 - 
» Actuarial loss (gain) recognized for the year 

and the actual actuarial loss on accrued benefit 

obligation for the year 9.0 (1182) 0.4 (1.9) 
+ Amortization of past service costs for the year 

and the actual plan amendments for the year 0.4 0.4 0.1 0.1 
» Amortization of transitional (asset) obligation (32.4) (32.5) 2.4 2.4 
Defined benefit (income) costs recognized (38.6) (23.7) 8.8 8.7 


The employee future benefits expense in the Consolidated Statement of Operations 
and Retained Earnings includes the pension plans net income, the other benefit 
plans net costs as well as the adjustment of Network restructuring and reorganiza- 


tion accrual of $0.1 million (2005: $1.0 million). 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
6. EMPLOYEE FUTURE BENEFITS (CONT'D) 


2006 2005 / 2006 2005 


Weighted-average of significant 


assumptions: | 
Accrued benefit obligation as at December 31: | 
Discount rate - 500% 5.00% 5.00% 5.00% 
Rate of compensation increase 3.25% 3.25% | 3.25% 3.25% 


Benefit costs for the year 
ended December 31: 


Discount rate 5.00% 575% 5.00% 5.75% 
| 

Expected long-term rate of return on plan assets 12505) G20) Sa 

Rate of compensation increase 32500, 5725/0003 2570572500 


Assumed health care cost trend rates 
as at December 31: | 


Initial health care cost trend rate - - | 5.88% 6.50% 
Cost trend rate declines to - - © 331% 337% 
Year ultimate rate is reached - - 2011 2011 


SENSITIVITY ANALYSIS 


Assumed health care cost trend rates have a significant effect on the amounts re- 
ported for the health care plans. À one-percentage-point change in assumed health 
care cost trend rates would have the following effects for 2006: 


IN 


Total service and interest cost 19 (18) 
Accrued benefit obligation 235 (210) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


7. CORPORATE TAXES 


The corporate tax expense of the Corporation consists of the following: 


IN MILLIONS.OF DOLLARS 


Current tax expense - 0.4 
Future corporate tax expense 0.5 1.6 
Corporate tax expense | 0.5 | 2.0 


Corporate tax expense on net income for the year differs from the amount that 
would be computed by applying the combined federal and provincial statutory in- 
come tax rates of 32.4 per cent (2005: 32.3 per cent) to income before corporate 
taxes. The reasons for the differences are as follows: 


IN MILLIONS OF DOLLARS 


Computed tax expense - statutory rates 11.0 78 
Permanent differences: | 
Large corporation tax expense - 0.4 
Non-taxable portion of capital and accounting gains (2.2) (3.5) 
Non-taxable portion of dividends received - (0.2) 
Adjustment to future corporate tax assets and liabilities 
for changes in tax laws and rates (3.9) 
Recognition of tax benefits previously not recognized (4.4) (2.7) 
Other - 0.2 
0.5 2.0 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
7. CORPORATE TAXES (CONT'D) 


Future corporate income taxes reflect the net tax effects of temporary differences 
between the carrying amounts of assets and liabilities for financial reporting pur 
poses and the amounts used for income tax purposes. Significant components of 
the future corporate tax assets and liabilities of the Corporation are as follows: 


nese Nae NE NP 
+ VILLIUNNS U > 


Future corporate tax assets: 


Property, plant and equipment (192) (182) 
Contingencies, other liabilities and net amounts (4.0) (5.0) 
Accrued benefit liability (7.6) (7.1) 
Loss carry-forward (11.9) (6.9) 
(42.7) (37.2) 
Less the valuation allowance 78 12.2 
(34.9) (25.0) 

Future corporate tax liabilities: 
Accrued benefit asset 68.8 58.5 
Unrealized gain on derivative financial intruments 2.0 19 
70.8 60.4 
Net future corporate tax liabilities 35.9 35.4 


The Corporation has $40.8 million of unused federal non-capital tax losses carried 
forward and their related year of expiry are as follows: 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


8. DEFERRED CAPITAL FUNDING 


Deferred capital funding represents the unamortized portion of the funding used to 
purchase property, plant and equipment. 


IN MILLIONS OF DOLLARS 


Balance, beginning of year 578.7 635.6 
Deferred capital funding consolidated from Keewatin Railway Co. 73 

Government funding for depreciable property, plant and equipment - 0.7 
Amortization of deferred capital funding (55.8) (57.6) 
Balance, end of year 5302 578.7 


9. SHARE CAPITAL 


The authorized share capital of the Corporation is comprised of an unlimited number 
of common shares with no par value. As at December 31, 2006 and 2005, 93,000 
shares at $100 per share are issued and fully paid. 


10. COMMITMENTS 


A | The future minimum payments relating to operating leases mainly for real estate, 
maintenance of way and computer equipment are as follows: 


IN MILLIONS OF DOLLARS 


2007 
2008 
2009 
2010 
2011 
Subsequent years proportionately to 2049 


B | As at December 31, 2006, the Corporation has outstanding purchase commit- 
ments amounting to $5.6 million (2005: $5.7 million) consisting mainly of adver 
tising as well as the maintenance and completion of rolling stock projects. 


C | The Corporation has entered into train service agreements for the use of tracks 
and control of train operations expiring on December 31, 2008. 


D | The Corporation has issued letters of credit totalling approximately $17.7 million 
(2005: $19.9 million) to various provincial government workers’ compensation 
boards as security for future payment streams. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


11. VARIABLE INTEREST ENTITIES 


In April 2006, as part of its mandate to provide passenger rail service in Canada, 
the Corporation entered into an operating agreement with the Keewatin Railway 
Company (“KRC") to provide a financial contribution to KRC for the purposes of op- 
erating passenger rail services and essential freight to the communities in Northern 
Manitoba served by KRC. The Corporation will contribute an annual amount to KRC 
to fund a significant portion of KRC's operating expenditures and is at risk of increas- 
ing the level of contributions if net operating costs were to increase. KRC is a Vari- 
able Interest Entity (VIE) to the Corporation given that the Corporation is the primary , 
beneficiary exposed to a majority of the risk of loss from KRC’s activities. 


In 2006, the financial contribution provided by the Corporation to KRC amounted to 
$2.0 million. 


For the year ended December 31, 2006 KRC has received $7.4 million in Deferred 
Capital Funding. The liabilities recognized as a result of consolidating KRC do not 
represent additional claims on the Corporation's assets; rather, they represent claims 
against the specific assets of KRC. Conversely, assets having a net book value of 
$79 million recognized as a result of consolidating KRC do not represent additional 
assets that could be used to satisfy claims against the Corporation's assets. Addition- 
ally, the consolidation of the KRC VIE did not result in any change in the underlying 
tax, legal or credit exposure of the Corporation. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


12. DERIVATIVE FINANCIAL INSTRUMENTS 


The derivative financial instruments used by the Corporation include swaps which 
are typically a commodity or price swap where parties exchange payments in cash 
based on changes in the price of the commodity (heating oil) or a market index while 
fixing the price they effectively pay for fuel. The Corporation has also used call options 
that give the Corporation the right but not the obligation to buy a futures contract 
for a specified price within a specified period of time in exchange for premium pay- 
ment. It obligates the seller of an option to sell the underlying futures contract at the 
designated price should the option be exercised at that price. These call options can 
no longer be exercised should the price of the commodity exceed a trigger level for 
more than a specified amount of time. The foreign exchange forwards and futures 
are contractual agreements to either buy or sell U.S. dollars at a specified price and 
date in the future. 


At yearend, the Corporation had the following derivative financial instruments with 
positive fair values: 


2006 2005 
Crude swap Dec. 31, 2006 1.560 2,016 - 572 
Crude swap Dec. 31, 2006 0.818 4,536 - 5,098 
Crude swap Dec. 31, 2007 0.800 4,536 5,036 5,085 
Crude swap Dec. 31, 2007 1.498 2,016 648 743 
Crude swap Dec. 31, 2007 1.780 1,008 2 64 
Crude swap Dec. 31, 2008 1.860 1,008 39 
Crude swap Dec. 31, 2008 LASS 1,008 105 “à 


Crude swap Dec. 31, 2008 1.457 2,016 952 690 
6,782 122252 


** This financial instrument had a negative fair value in 2005. 
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Foreign Exchange 
Foreign Exchange 
Foreign Exchange 
Foreign Exchange 


Foreign Exchange 


Foreign Exchange 
Foreign Exchange 
Foreign Exchange 
Foreign Exchange 
Foreign Exchange 


Foreign Exchange 


Monthly in 2006 
Monthly in 2007 
Monthly in 2007 
Monthly in 2007 
Monthly in 2008 


Monthly in 2006 
Monthly in 2006 
Monthly in 2006 
Monthly in 2006 
Monthly in 2006 
Monthly in 2007 


1.148 
1.148 
1.147 
1.142 
1.110 


1.290 
1.277 
1.189 
1.170 
1.181 
Ta 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
12. DERIVATIVE FINANCIAL INSTRUMENTS (CONT'D) 


1,794 
1,859 
1,885 
2,936 


A 


5,993 
3,730 
4,098 
9,369 


6,965 


(178) 
(178) 


13 
12,265 


At yearend, the Corporation had the following derivative financial instruments with 
negative fair values: 


2005 
(273) 
(42) 
(182) 
(46) 
(94) 
(254) 
(891) 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
12. DERIVATIVE FINANCIAL INSTRUMENTS (CONT'D) 


Crude swap Dec. 31, 2006 2.033 2,016 - (507) 
Crude swap Dec. 31, 2006 1.850 2,016 - (91) 
Crude swap Dec. 31, 2007 1.844 1,008 (71) (6) 
Crude swap Dec. 31, 2007 1.870 1,008 (101) 
Crude swap Dec. 31, 2007 1.996 1,008 (244) 
Crude swap Dec. 31, 2008 1.799 1,008 bah (10) 
Crude swap Dec. 31, 2008 1.945 1,008 (53) 

(469) (614) 


** This financial instrument has a positive fair value in 2006 


L 2006 2005 

Crude call Dec. 31, 
option 2006 1.065 1.450 2,520 - (13) 
(647) (1,518) 


The fair value of the positive balance of the above derivative financial instruments 
at December 31, 2006 is $70 million (2005: $12.3 million) of which $5.8 million is 
recorded as Current assets (2005: $5.7 million) and $1.2 million as Long-term as- 
sets (2005: $6.6 million). The negative balance is $0.6 million (2005: $1.5 million) of 
which $0.5 million (2005: $1.2 million) is included in “Account payable and accrued 
liabilities” as a short-term derivative financial instrument liability and $0.1 million 
(2005: $0.3 million) is included in “Other” as a long-term derivative financial instru- 
ment liability. 


Included in the “Train operations and fuel” expense is a realized and unrealized net 
loss of $0.1 million (2005: net gain of $13.5 million) on these derivative financial 
instruments. 


The Corporation is exposed to credit risk in the event of non-performance by the 
counterparty to its derivative financial instruments but does not expect such non- 
performance as the counterparty is of high credit quality. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 


13. FAIR VALUE OF OTHER FINANCIAL INSTRUMENTS 


The estimated fair value of the recognized financial instruments other than derivative 
financial instruments approximates their carrying value due to their current nature. 


14. RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of 
Canada created departments and agencies. The Corporation enters into transactions 
with these entities in the normal course of business on trade terms applicable to all 
individuals and enterprises and these transactions are recorded at exchange value. 
Other than disclosed elsewhere in these consolidated financial statements, related 
party transactions are not significant. 


15. NON-MONETARY TRANSACTIONS 


The Corporation recorded a revenue from non-monetary transactions of approxi- 
mately $1.6 million (2005: $1.0 million) as “Passenger revenue” in the accompany- 
ing consolidated statements of operations and retained earnings for the year ended 
December 31, 2006. The Corporation also recorded non-monetary expenses of 
$1.5 million (2005: $1.0 million) in the accompanying consolidated statement of op- 
erations and retained earnings, mainly as “Marketing and sales” and other expenses 
resulting from non-monetary transactions. 


16. CONTINGENCIES 


A | The Canadian Transportation Agency (CTA) rendered a decision in October 2003 
against the Corporation in favour of the Council for Canadians with Disabilities 
(CCD). The Corporation was directed to re-design and re-construct its Renais- 
sance rail cars to remove certain undue obstacles to persons with disabilities. 


On March 2, 2005, the Corporation was successful in overturning the earlier CTA 
decision by a judgement of the Federal Court of Appeal. That appeal decision has 
been further appealed to the Supreme Court of Canada by the CCD. The Supreme 
Court heard the case on May 19, 2006. The decision is still pending. 


If the CTA decision is finally upheld, the cost of modifying the Renaissance cars 
would be significant. Management is of the opinion that this could cost between 
$50 million and $100 million, an amount that would exceed funding approved by the 
Government of Canada for the Renaissance project. No provision has been made 
in the consolidated financial statements for a major modification of the cars. 


B | The Corporation began a restructuring of its labour force in 1997 which resulted 
in the elimination of a number of positions. The changes became subject to 
various Canadian Industrial Relations Board (CIRB) decisions, mediations and 
arbitrations. 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
16. CONTINGENCIES (CONT'D) 


In May 2003, the CIRB rendered a decision directing the Corporation to pay back 
wages under certain circumstances to former conductors. The Supreme Court 
decided not to grant the Corporation leave to appeal a Federal Court of Appeal 
ruling Supporting the decision of the CIRB. 


The Corporation is waiting for the final ruling from the arbitrator. 


The Corporation has made a provision in its consolidated financial statements. 


C | The Corporation's operations are subject to numerous federal, provincial, and mu- 


nicipal environmental laws and regulations concerning among other things, the 
management of air emissions, wastewater, hazardous materials, wastes and soil 
contamination as well as the management and decommissioning of underground 
and aboveground storage tanks. A risk of environmental liability is inherent in 
railroad and related transportation operations, real estate ownership and other 
activities of the Corporation with respect to both current and past operations. 


The Corporation has performed an assessment of all of its operations and of all 
of its sites and facilities at risk in order to determine the environmental risks. The 
sites and the facilities for which environmental risks were identified were the sub- 
ject of thorough studies and corrective actions were taken if necessary in order 
to eliminate or to attenuate these risks. The continuous risk management pro- 
cess that is in place allows the Corporation to monitor its activities and properties 
under normal operating conditions as well as monitor accidents that occur. The 
activities or properties likely to be contaminated or to cause a contamination are 
addressed without delay, at the moment of their observation, by the development 
of an action plan according to the nature and the importance of the impact and the 
applicable requirements. As at December 31, 2006, the Corporation believes that 
no environmental provision is required. 


The Corporation's ongoing efforts to identify potential environmental concerns 
that may be associated with its properties may lead to future environmental in- 
vestigations, which may result in the identification of additional environmental 
costs and liabilities. The magnitude of such additional liabilities and the costs of 
complying with environmental laws and containing or remediating contamination 
cannot be reasonably estimated due to: 


i) the lack of specific technical information available with respect to many sites 

ii) the absence of any third-party claims with respect to particular sites; 

iii) the potential for new or changed laws and regulations and for development 
of new remediation technologies and uncertainty regarding the timing of the 
work with respect to particular sites; 

iv) the ability to recover costs from any third parties with respect to particular 
sites; 

v) the fact that the environmental responsibility has not been clearly attributed. 


There can thus be no assurance that material liabilities or costs related to envi- 
ronmental matters will not be incurred in the future, or will not have a material 
adverse effect on the Corporation's financial position. Costs related to any future 
remediation will be accrued in the year in which they become known. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, AS AT DECEMBER 31, 2006 
16. CONTINGENCIES (CONT'D) 


D | The Corporation is subject to claims and legal proceedings brought against it in 
the normal course of business. Such matters are subject to many uncertainties. 
Management believes that adequate provisions have been made in the accounts 
where required and the ultimate resolution of such contingencies are not expect- 
ed to have a material adverse effect on the financial position of the Corporation. 


17. ASSET RETIREMENT OBLIGATION 


The Corporation has certain operating leases where the lessor could request that 
the land/structures or the other assets be returned in the same condition as they 
were originally leased or the lessor can retake control of these assets without any 
compensation for any additions or modifications made to the initial assets. Given the 
nature of the assets under contract, the fair value of the asset retirement obligation 
cannot be reasonably estimated. Accordingly, no liability has been recognized in the 
consolidated financial statements. 


18. RECLASSIFICATION 


The comparative financial statements have been reclassified from the statements 
previously presented to conform to the presentation of the 2006 consolidated finan- 
cial statements. 
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V6A 2C7 


604 640-3700 


www. viarail.ca 


® Registered trademark owned by VIA Rail Canada Inc 
'™ Trademark owned by VIA Rail Canada Inc. 
Design: Sextans Printing: Gibraltar 
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